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WEDNESDAY,  APRIL  4,  1990 

House  of  Representatives, 
Committee  ON  Ways  AND  Means, 

Subcommittee  on  Health, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  notice,  at  10:13  a.m.,  in  room 
1100  Longworth  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 
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FOR  IMMEDIATE  RELEASE 
THURSDAY,    MARCH   15,  1990 


PRESS   RELEASE    #2  3 
SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.    HOUSE  OF  REPRESENTATIVES 
1114   LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,    D.C.  20515 
TELEPHONE:    (202)  225-7785 


THE  HONORABLE  FORTNEY  PETE  STARK   (D. ,   CALIF.),  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  A  HEARING  ON  FISCAL  YEAR  1991  BUDGET  ISSUES  RELATING  TO 
PAYMENT  OF  INNER-CITY  AND  RURAL  HOSPITALS  UNDER  PART  A  OF 
THE  MEDICARE  PROGRAM 


The  Honorable  Fortney  Pete  Stark  (D. ,  Calif.),  Chairman,  Subcommittee 
on  Health,   Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
announced  today  that  the  Subcommittee  will  hold  a  hearing  on  fiscal  year 
1991  issues  relating  to  payment  of  inner-city  and  rural  hospitals  under 
Part  A  of  the  Medicare  program.     The  hearing  will  be  held  on  Wednesday, 
April  4,   1990,  beginning  at  10:00  a.m.,   in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

Oral  testimony  will  be  heard  from  invited  witnesses  only.  However, 
any  individual  or  organization  may  submit  a  written  statement  for 
consideration  by  the  Subcommittee  and  for  inclusion  in  the  printed  record 
of  the  hearing. 

BACKGROUND 

Concerns  continue  to  be  raised  about  the  financial  status  of  inner- 
city  and  rural  hospitals. 

For  inner-city  hospitals,  the  increasing  levels  of  indigent  care 
provided  by  these  hospitals,   inadequate  reimbursement  by  some  State 
Medicaid  programs,  and  higher  costs  due  to  their  inner-city  location  have 
been  cited  as  factors  leading  to  financial  difficulties. 

In  the  case  of  rural  hospitals,  concern  has  been  expressed  about 
Medicare's  rural  standardized  amount  even  though  the  rural  standardized 
amount  has  increased  dramatically  in  recent  years  relative  to  payment  to 
urban  hospitals.     In  addition,  volume  is  dropping  for  small  rural 
hospitals. 

New  research  sponsored  by  the  Prospective  Payment  Assessment 
Commission  indicates  that  Medicare  beneficiaries  in  rural  counties  may  be 
seeking  care  at  nearby  urban  hospitals.     The  resulting  loss  in  revenue  for 
rural  hospitals  is  a  significant  contributing  factor  to  the  problems  facing 
these  hospitals. 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS: 

For  those  who  wish  to  file  a  written  statement  for  the  printed  record  of 
the  hearing,  six  (6)   copies  are  required  and  must  be  submitted  by  the  close 
of  business  on  Friday,  April  20,   1990,  to  Robert  J.  Leonard,  Chief  Counsel, 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,   1102  Longworth 
House  Office  Building,  Washington,  D.C.   20515.     An  additional  supply  of 
statements  may  be  furnished  for  distribution  to  the  press  and  public  if 
supplied  to  the  Subcommittee  office,   1114  Longworth  House  Office  Building, 
before  the  hearing  begins. 

SEE  FORMATTING  REQUIREMENTS  BELOW: 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below. 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  net  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1  All  statements  and  any  accon^panylng  s.xhibits  for  printing  must  be  typed  in  single  space  legel-size  paper  2nd  may  net 
exceed  a  total  of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  ma>  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 
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Chairman  Stark.  The  Subcommittee  on  Health  of  the  Committee 
on  Ways  and  Means  will  continue  its  consideration  of  issues  related 
to  the  fiscal  year  1991  budget.  Today's  topic  will  focus  on  the  prob- 
lems of  inner-city  and  rural  hospitals  and  the  impact  of  any  change 
in  Medicare  payments  on  these  hospitals. 

Both  groups  of  hospitals  continue  to  report  poor  financial  re- 
turns. For  inner-city  hospitals,  the  increasing  levels  of  indigent 
care  provided  by  these  hospitals,  uncompensated  care,  inadequate 
State  Medicaid  programs,  the  clustering  of  impoverished  people 
around  the  inner-city  hospitals,  and  the  higher  costs  due  to  the  de- 
terioration of  the  inner  cities  all  lead  to  financial  difficulties  for 
those  groups. 

The  problems  faced  by  these  hospitals  are  illustrated  by  the  Pro- 
spective Payment  Assessment  Commission's  (ProPAC)  recent  work 
which  indicates  that  they  will  have  the  lowest  overall  margins  of 
any  group  in  the  State. 

On  the  other  side  of  the  spectrum,  the  rural  hospitals  have  ex- 
pressed concern  about  Medicare's  rural  standardized  amount,  even 
though  the  rural  standardized  amount  has  increased  dramatically 
in  recent  years  through  the  activities  of  this  committee  and  rela- 
tive to  the  payment  to  urban  hospitals.  Much  of  the  concern  ex- 
pressed by  rural  hospitals  is  based  on  the  analysis  of  data  for  fiscal 
years  prior  to  the  large  increases  which  we  have  provided  over  the 
last  3  years. 

In  fact,  the  work  by  ProPAC  and  CBO  demonstrates  that  mar- 
gins earned  by  rural  hospitals  in  serving  Medicare  patients,  as  well 
as  overall  margins,  are  consistent  with  those  earned  by  urban  hos- 
pitals. 

The  problem  is  that  the  volume  continues  to  drop  for  small  rural 
hospitals. 

New  information  recently  released  indicates  that  Medicare  bene- 
ficiaries in  rural  counties  may  be  seeking  care  at  nearby  urban 
hospitals.  The  resulting  loss  in  revenue  for  rural  hospitals  is  a  sig- 
nificant factor  contributing  to  or  exacerbating  those  problems. 

Again,  I  would  like  to  point  out  that  there  seems  to  be  a  need  to 
consolidate  rural  hospitals  as  we  did  rural  high  schools  in  the 
1960's.  We  need  to  enlarge  rural  hospitals  or  provide  additional 
volume  to  them  for  them  to  afford  the  high  quality  care  and  the 
high  technological  services  which  the  public  has  come  to  expect 
and  which  they  have  a  right  to  receive. 

I  hope  today  we  will  hear  about  any  changes  brought  about  by 
the  Essential  Access  Community  Hospital  program,  which  is  known 
as  EACH.  We  enacted  it  last  year,  and  we  hope  that  this  will  pro- 
vide some  help. 

It  is  also  important  to  remember  that  we  are  dealing  in  the  sub- 
committee in  a  zero-sum  game  to  the  extent  that  once  we  are  deliv- 
ered an  edict  by  the  Budget  Committee,  we  will  have  so  many  dol- 
lars to  spread  around  among  doctors  and  hospitals,  both  urban  and 
rural,  teaching  and  nonteaching.  So,  to  some  extent,  everybody's 
gain  is  someone  else's  loss,  making  the  problems  of  this  subcommit- 
tee even  more  difficult.  It  would  be  wonderful  if  we  had  funds  to 
spend  on  new  programs,  but  we  don't.  So  I  ask  all  of  the  parties  of 
interest  to  keep  in  mind  that  what  they  are  asking  for,  whether 
they  are  asking  for  an  increase  or  a  smaller  reduction,  they  are 
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asking  for  it  at  the  expense  of  someone  else  in  the  medical  care  de- 
livery system.  And  any  suggestions  as  to  where  the  money  should 
come  from  would  be  appreciated  by  the  Chair. 

Our  first  witnesses  are  a  panel  consisting  of  two  distinguished 
Members  of  the  House.  First  is  our  own  colleague,  the  Honorable 
Byron  Dorgan,  of  Bismarck,  N.Dak.,  who  is  a  member  of  this  com- 
mittee and  who  was  elected  to  Congress  in  1980  and  each  succeed- 
ing Congress.  We  are  always  proud  to  keep  him,  as  I  know  his 
State  wants  him  to  run  for  higher  office  and  become  a  Senator,  but 
he  has  got  the  good  sense  to  stay  here  with  his  colleagues  and  do 
the  right  thing.  He  is  also  a  member  of  the  Select  Committee  on 
Hunger. 

He  is  joined  by  the  Honorable  H.  Martin  Lancaster  of  Goldsboro, 
N.C.,  who  was  first  elected  to  the  100th  Congress  in  1986.  He  serves 
as  a  member  of  the  Committees  on  Armed  Services,  Agriculture 
and  Small  Business,  and  may,  indeed,  tell  us  whether  or  not  we 
will  have  to  cut  some  of  the  expenses  of  the  Armed  Services  medi- 
cal service  to  help  the  good  State  of  North  Carolina. 

Byron,  you  are  first  and  

Mr.  Moody.  Mr.  Chairman,  would  you  entertain  opening  state- 
ments? 

Chairman  Stark.  If  you  will  excuse  me,  I  would  like  to  recognize 
Mr.  Moody  at  this  point. 

Mr.  Moody.  If  that  is  appropriate. 

Chairman  Stark.  It  is  absolutely  appropriate. 

Mr.  Moody.  Thank  you,  Mr.  Chairman.  I  welcome  also  our  col- 
leagues. 

I  am  pleased  that  this  subcommittee  is  again  considering  issues 
related  to  Medicare  payments  of  both  urban  and  rural  hospitals.  I 
believe  the  testimony  we  will  receive  today  will  be  particularly 
useful  as  we  move  into  our  annual  struggle  to  reduce  Medicare  out- 
lays without  disrupting  access  to  health  care. 

The  problem  we  face  as  members  of  this  subcommittee  is  that  we 
are  trying  to  resolve  serious  health  care  problems  without  full  re- 
sources to  do  so.  When  we  decided,  for  example,  to  increase  pay- 
ments to  rural  hospitals  based  on  the  strong  case  that  they  have 
made,  those  funds  have  to  come  from  somewhere  else  in  the  Medi- 
care system.  Because  of  the  budget  deficit,  we  face  the  dilemma  of 
''robbing  Peter  to  pay  Paul"  on  many  policy  issues  before  us. 

This  year,  we  will  again  have  to  reach  a  balance  between  the 
pressing  needs  of  rural  and  urban  city  hospitals.  That  hasn't  been 
easy  in  the  past,  and  it  will  be  even  more  difficult  to  achieve  the 
correct  balance  this  year. 

Frankly,  if  I  were  a  health  investor  on  a  for-profit  basis,  I  don't 
think  I  would  put  my  capital  in  either  inner-city  or  rural  hospitals. 
In  fact,  I  would  opt  to  invest  in  a  suburban  hospital  which  had 
little,  if  any,  indigent  care  responsibilities.  Nevertheless,  we  are 
going  to  have  to  make  some  difficult  choices  and  make  them  soon. 

Rural  hospitals  have,  and  rightly  so,  pressed  their  case  in  Con- 
gress in  previous  years,  particularly  in  the  Senate.  They  have  ac- 
complished a  great  deal.  For  example,  CBO  data  trending  1989 
policy  changes  forward  from  1987,  suggest  that  largely  as  a  result 
of  policy  change  originating,  much  of  it,  in  this  subcommittee, 
rural  hospitals  would  go  from  an  average  PPS  margin  of  0.2  per- 
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cent  to  today  a  PPS  margin  of  7  percent,  a  dramatic  increase.  By 
the  same  token,  inner-city,  disproportionate  share,  and  teaching 
hospitals  have  barely  held  their  ground  on  the  PPS  margins,  but 
now  have  lower  overall  margins  than  most  rural  hospitals.  Those 
numbers  are  very,  very  powerful,  and  I  hope  this  subcommittee 
will  look  at  them. 

Large  teaching  hospitals  have  a  high  PPS  margin,  about  15  per- 
cent according  to  ProPAC,  but  have  only  a  0.3 — that  is,  three- 
tenths  of  1  percent — overall  margin.  A  very,  very  thin  edge,  indeed. 
I  believe  that  this  stark  discrepancy  that  I  have  cited,  which  the 
numbers  bear  out,  is  because  it  is  these  hospitals,  these  inner-city 
hospitals,  which  are  delivering  most  of  the  indigent  care  now  in  the 
United  States. 

In  my  city  of  Milwaukee,  the  city  of  our  chairman's  birth,  we 
have  just  one  major  downtown  hospital  which  is  left. 

Chairman  Stark.  Yes,  Milwaukee,  that  is  where  I  was  born. 
Mr.  Moody.  That  is  where  you  were  born. 

We  have  only  one  hospital.  Therefore,  I  am  appealing  to  your 
sense  of  protecting  your  place  of  origin.  We  have  only  one  hospital 
left,  and  that  hospital  is  now  doing  70  percent  Medicare/Medicaid 
business  and  is  losing  money  hand  over  fist  as  a  result  of  that  70 
percent  case  mix  of  Medicare/Medicaid  and  indigent  care. 

Rural  hospitals  may  be  facing  a  disadvantageous  and  shrinking 
patient  base,  and  that  is  a  serious  issue.  But  inner-city  hospitals 
have  become  the  primary  care  delivery  system  for  the  indigent,  for 
the  mentally  ill,  for  those  with  AIDS,  for  crack  users,  for  crack 
babies,  and  for  cocaine  users. 

Last  year  on  this  subcommittee,  I  was  pleased  to  offer  a  compro- 
mise to  assist  both  rural  and  inner-city  hospitals  during  our  recon- 
ciliation deliberations.  That  funding  amendment  paved  the  way  for 
much  of  the  rural  health  policy  improvements  which  we  now  see, 
and  for  the  increase  in  disproportionate  share  payments  to  our 
inner  city  war  zones.  I  personally  am  determined  to  ensure  that 
our  inner-city  hospitals  are  similarly  treated  again  this  year. 

Mr.  Chairman,  I  am  particularly  pleased  that  this  subcommittee 
will  take  testimony  from  my  own  area,  from  Paul  Nannis,  who  is 
commissioner  of  health  for  the  city  of  Milwaukee,  and  I  look  for- 
ward to  his  testimony  shortly.  Paul  has  done  yeoman's  work  on 
behalf  of  the  disadvantaged,  those  people  I  am  describing,  who  live 
in  the  Milwaukee  area,  and  I  am  glad  to  see  that  he  will  be  speak- 
ing to  our  own  needs  later  in  the  morning. 

Thank  you  very  much. 

Chairman  Stark.  Thank  you,  Mr.  Moody.  I  am  a  little  perplexed. 
I  caught  some  parts  of  that  marvelous  statement,  the  part  about 
''robbing  Peter  to  pay  Paul"  and  ''stark  discrepancies." 

Mr.  Moody.  No  pun  intended.  [Laughter.] 

Chairman  Stark.  All  right. 

Mr.  Chandler. 

Mr.  Chandler.  Thank  you,  Mr.  Chairman. 

I  don't  have  a  prepared  statement,  but  I  would  say  this:  that  I 
appreciate  the  efforts  of  you  and  the  rest  of  this  subcommittee  last 
year  as  I  worked  with  Mr.  Pickle  and  others  on  behalf  of  both  rural 
and  urban  hospitals.  Washington  State  has  a  problem  with  both, 
much  like  my  colleague  from  Wisconsin. 
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I  think  the  unfortunate  fact  is  that  we  don't  have  within  our 
means  at  the  moment  the  abiUty  to  solve  the  problem,  certainly 
not  with  Medicare  alone.  But  I  do  think  the  case  that  the  hospitals 
are  making  is  a  compelling  one,  and  it  is  certainly  incumbent  upon 
us  to  seek  the  answers  to  this  problem,  whether  it  be  in  the  inner 
city,  like  Seattle  or  Spokane,  or  in  those  rural  communities  where 
the  situation,  if  anything,  is  even  worse. 

So  I  look  forward  to  the  testimony  today,  and  I  thank  you,  sir, 
for  your  attention  to  this  important  matter. 

Chairman  Stark.  Thank  you,  Mr.  Chandler. 

Any  other  comments  or  statements? 

[No  response.] 

Chairman  Stark.  Byron,  I  would  like  to  suggest  to  you  and  all 
the  witnesses  today  that  those  of  you  who  have  submitted  prepared 
statements  will  have  them,  without  objection,  appear  in  the  record 
in  their  entirety.  Some  members  may  ask  some  of  the  witnesses  to 
submit  later  in  writing  answers  to  particular  questions  or  issues 
that  you  may  raise.  We  would  be  most  happy  to  have  the  witnesses 
summarize  their  testimony,  expand  on  it,  or  argue  with  their 
fellow  witnesses  loud  and  long,  but  please  inform  us  in  any  manner 
that  you  are  comfortable. 

Byron,  why  don't  you  proceed. 

STATEMENT  OF  HON.  BYRON  L.  DORGAN,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NORTH  DAKOTA 

Mr.  DoRGAN.  Mr.  Chairman,  thank  you  very  much.  I  will  simply 
summarize  what  I  have  previously  submitted  to  the  committee  as 
an  entire  statement. 

Yesterday  I  was  at  D.C.  General  Hospital  with  a  few  of  my  col- 
leagues to  take  a  look  at  what  is  happening  there,  particularly 
with  respect  to  boarder  babies,  crack  babies,  and  other  issues.  I 
found  it  not  only  heartbreaking  to  see  what  is  happening  in  some 
of  these  inner-city  hospitals,  but  I  found  it  remarkable  that  the  dif- 
ference between  an  inner-city  hospital  like  D.C.  General  and  most 
of  the  hospitals  that  I  am  well  familiar  with — rural,  smaller  hospi- 
tals in  a  State  like  North  Dakota  is  not  as  much  as  one  would  pre- 
sume. 

Now,  Mr.  Moody  talked  about  hospitals  that  have  a  70  percent 
Medicare/Medicaid  population  or  patient  base.  That  is  not  very  un- 
usual at  all  for  the  hospitals  I  represent.  In  rural  areas,  the  small 
rural  hospitals  will  frequently  find  that  70  percent  of  the  people 
that  come  through  their  door  are  people  that  are  coming  there 
under  the  Medicare  program.  This  means  that  if  Medicare  doesn't 
pay  its  way,  there  is  really  very  little  room  to  transfer  those  costs 
to  private-pay  patients.  That  is  why  so  many  of  these  rural  hospi- 
tals are  financially  strapped. 

Now,  last  year,  Mr.  Chairman,  we  went  through  quite  an  ex- 
tended discussion  when  I  testified  at  a  similar  hearing  to  this  one. 
The  result  of  that  in  the  markup  and  the  reconciliation  bill  that 
was  passed  has  put  some  things  in  law  that  are  innovative  and  in- 
teresting. I  think  the  changes  in  OBRA  89  will  be  very  useful  for 
rural  hospitals  in  the  future.  But  I  made  a  point  last  year  that  I 
want  to  make  again  this  year;  unless  rural  hospitals  are  reim- 
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bursed  fairly  for  the  procedures  they  do,  for  the  care  they  give 
under  the  Medicare  program,  we  almost  preordain  that  those  rural 
hospitals  will  not  be  able  to  make  it. 

I  am  not  suggesting  they  be  reimbursed  above  what  they  ought 
to  be  reimbursed,  but  I  am  saying  that  currently  they  are  reim- 
bursed about  7.8  percent  below  the  urban  counterpart  with  respect 
to  the  urban /rural  rate  differential. 

Now,  I  was  on  the  Ways  and  Means  Committee  when  we  enacted 
the  prospective  payment  program.  It  was  asserted  and  promised  at 
that  time  that  we  would  go  to  one  standardized  rate.  Of  course, 
that  promise  has  not  been  kept,  and  I  am  here  today  again  to  sug- 
gest that  we  keep  that  promise  and  we  keep  it  now. 

After  that  promise  is  kept,  Mr.  Chairman,  and  if,  in  fact,  we 
eliminate  the  urban/rural  differential,  if  then  rural  hospitals  find 
themselves  in  trouble  and  can't  make  it,  then  that  community  has 
to  determine  whether  there  are  things  outside  of  the  reimburse- 
ment programs  they  are  willing  to  do  to  save  the  hospital.  If  they 
are  not  willing  to  do  that,  then  the  structure  that  you  and  the  com- 
mittee and  Congress  has  established  for  rural  primary  care  hospi- 
tals is  a  structure  that  I  think  is  going  to  be  helpful  to  them. 

However,  it  seems  to  me  we  cannot  consign  a  class  of  hospitals, 
the  rural  hospitals,  to  failure  because  we  have  not  done  what  we 
promised  on  the  standardized  rate.  Let  us  do  what  we  should  do  on 
the  standardized  rate,  eliminate  the  urban/rural  differential,  and 
then  and  only  then  will  we  know  which  of  these  hospitals  can 
make  it  and  which  cannot  make  it. 

Finally,  I  made  the  point  last  year  that  hospitals  are  different 
than  most  other  things  in  rural  areas.  If  you  are  40  or  50  miles 
from  a  hospital,  access  to  health  care  is  a  whole  lot  more  important 
than  cost.  Cost  is  secondary;  access  is  primary.  One  can't  look  at 
hospitals,  as  I  think  some  Members  do  in  this  Congress,  and  say, 
look,  if  a  hospital  doesn't  have  at  least  50  or  70  or  80  beds  it 
doesn't  have  merit,  it  is  not  worthwhile,  it  is  not  worth  keeping. 

That  is  a  philosophy  that  makes  no  sense.  That  does  not  square 
at  all  with  the  notion  of  what  is  primary  to  the  needs  of  people 
who  live  in  rural  America.  Access  to  health  care  is  critical,  and  it 
doesn't  matter  whether  it  is  a  50-bed  hospital,  a  20-bed  hospital,  or 
a  500-bed  hospital.  The  question  is:  Are  we  fair  in  the  way  we  reim- 
burse under  Medicare?  The  answer  is  no,  not  yet. 

We  promised  we  would  be,  but  now  7  years  later  we  are  not  yet 
fair.  I  am  suggesting  in  legislation  I  will  introduce  tomorrow  that 
we  eliminate  that  rural /urban  differential  this  year  and  do  what 
we  should  do. 

Finally,  I  am  going  to  suggest  that  we  take  a  look  at  the  area 
wage  index  for  rural  hospitals.  As  you  know,  Mr.  Chairman,  all  of 
the  rural  hospitals  are  thrown  into  one  category  for  the  purpose  of 
establishing  a  wage  index  for  the  entire  State.  This  implies  or  sug- 
gests that  they  are  all  competing  for  the  same  resources.  That  is 
not  necessarily  the  case.  I  am  going  to  ask  that  the  Secretary  col- 
lect data  on  employee  compensation  for  hospital  workers  in  each 
occupational  category  to  evaluate  the  effect  of  establishing  separate 
area  wage  indices  for  professional  and  non-professional  employees, 
if  that  is  necessary  in  some  rural  areas. 
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But  the  primary  reason  I  wanted  to  testify  again  today  is  to  do 
two  things:  One,  to  compHment  you  on  what  the  committee  did  last 
year.  I  think  the  Essential  Access  Community  Hospital  program 
and  the  Rural  Primary  Care  program  makes  a  lot  of  sense.  This 
program  will  be  worthwhile  in  the  long  term  for  many  who  rely  on 
rural  health  care  in  this  country.  But,  number  2,  and  most  espe- 
cially, I  want  to  say  that  we  can't  preordain  failure  of  rural  hospi- 
tals by  continuing  the  differential  in  rates  that  represents  an  un- 
fairness to  rural  hospitals. 

Now,  I  don't  know  where  Mr.  Moody  got  his  7  percent  figure,  and 
I  am  very  interested  in  that.  But  I  can  tell  you  from  firsthand  ob- 
servation rural  hospitals  with  a  declining  population,  facing  a  pa- 
tient load  of  70,  60  percent  coming  through  the  door  as  Medicare 
patients,  and  then  discovering  that  those  patients  are  going  to  have 
a  reimbursement  attached  to  their  services  less  than  a  comparable 
hospital  80  miles  away  in  the  city — that  preordains  failure  for 
those  hospitals.  Put  them  on  an  even  level,  give  them  a  chance, 
and  then  if  they  fail,  let's  move  them  into  the  Rural  Primary  Care 
system. 

Thank  you  for  the  opportunity  to  testify,  Mr.  Chairman.  I  have 
delineated  this  in  greater  detail  in  my  written  statement. 
[The  statement  of  Mr.  Dorgan  follows:] 
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TESTIMONY  OF  THE  HONORABLE  BYRON  L.  DORGAN 
COMMITTEE  ON  WAYS  AND  MEANS,   SUBCOMMITTEE  ON  HEALTH 
HEARING  ON  FISCAL  YEAR  1991  BUDGET  ISSUES  RELATING  TO 
PAYMENT  OF  INNER-CITY  AND  RURAL  HOSPITALS 
APRIL  4,  1990 


Mr.  Chairman,  thank  you  for  the  opportunity  to  testify  before  the 
Health  Subcommittee  today.     As  you  know,  rural  health  issues  are  of  a 
particular  concern  to  me  and  I  find  it  very  encouraging  that  this 
Subcommittee  has  shown  such  a  keen  interest  in  looking  at  the  special  needs 
of  rural  hospitals  and  the  impact  the  Medicare  program  has  on  rural 
communities  and  the  delivery  of  health  care  in  these  rural  areas. 

Last  year  the  Committee  on  Ways  and  Means  put  together  a  rural  health 
care  package  that  will  provide  significant  relief  to  rural  hospitals 
throughout  tlie  country.     This  package  provided  a  badly  needed  special 
update  In  the  payment  rate  to  rural  hospitals  as  well  as  established 
several  policy  changes  to  existing  programs.     The  package  also  included  a 
novel  program,  the  Essential  Access  Community  Hospital  (EACH)  demonstration 
program,  designed  to  assist  rural  communities  and  states  adapt  to  the 
changing  rural  health  care  environment.     I  think  that  the  EACH  program 
offers  promising  alternatives  to  rural  communities  to  continue  health  care 
services  at  a  time  when  maintaining  their  hospitals  as  they  currently  exist 
has  become  an  insurmountable  burden.     I  look  forward  to  continuing  working 
with  my  colleagues  on  this  Committee  to  build  upon  the  programs  and  changes 
we  made  last  year  to  help  rural  health  care. 

Challenges  still  remain  however  to  ensure  that  Medicare  beneficiaries 
in  rural  areas  have  access  to  quality  health  care.     The  Committee  on  Ways 
and  Means  must  continue  to  recognize  the  unique  nature  of  rural  health  care 
delivery.     Today,  1  am  introducing  legislation  which  is  part  of  the  House 
Rural  Health  Care  Coalition's  agenda  for  1990.     This  legislation  addresses 
the  issue  of  payment  equity  that  rural  advocates,  here  on  Capital  Hill  and 
around  the  country,  have  been  clamoring  for  since  the  enactment  of  the 
Prospective  Payment  System. 

The  bill  I  am  introducing  today  proposes  that  the  rural  standardized 
rate  for  Medicare  reimbursement  be  raised  to  the  same  level  as  the  urban 
rate  in  fiscal  year  1991.     As  a  result  of  the  higher  rural  update  enacted 
in  the  Omnibus  Budget  Reconciliation  Act  of  1989,  the  differential  in  the 
standardized  rate  stands  at  about  a  7  percent  shortfall  for  rural  hospitals 
as  compared  to  urban  hospitals.     I  realize  that  eliminating  the  7  percent 
differential  would  mean  providing  rural  hospitals  with  a  substantially 
higher  update  for  next  year.     Nevertheless,  the  equalization  of  the 
standardized  rates  will  finally  bring  fairness  to  rural  hospitals  in  the 
Medicare  program. 

1  also  think  that  the  Committee  ought  to  look  at  other  aspects  of  the 
overall  urban/rural  differential.     The  differential  in  the  standardized 
rate  is  only  a  portion  of  a  larger  differential,  which  can  exceed  30 
percent  lower  payments  to  rural  hospitals  than  urban  hospitals.     A  major 
portion  of  the  overall  differential  is  in  the  wage  index  adjustment.  One 
of  the  problems  with  the  current  wage  index  calculations  is  that  it  assumes 
that  all  rural  counties  within  a  particular  state  compose  a  single  labor 
market.     The  fact  is,  there  is  often  a  great  deal  of  variance  between  rural 
areas  within  each  state  and  there  are  many  instances  where  rural  hospitals 
are  competing  with  nearby  urban  hospitals  for  the  same  staff.     It  seems  to 
me  that  we  should  make  some  adjustments  to  the  wage  index  that  would 
recognize  and  correct  some  of  these  problems. 

That  is  why  I  am  proposing  that  we  begin  exam.ining  ways  to  re-define 
the  area  wage  index  for  rural  hospitals  that  will  more  accurately  reflect 
\the  labor  markets  of  rural  hospitals,  especially  as  it  relates  to 
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competition  with  urban  hospitals  for  professional  staff.     My  legislation 
will  also  call  for  the  Secretary  of  Health  and  Human  Services  to  begin 
collecting  data  on  employee  compensation  for  each  occupational  category. 
As  you  know,  this  is  what  the  Prospective  Payment  Assessment  Commission 
(ProPAC)  has  recommended.     However,  my  legislation  goes  a  step  further  and 
calls  for  an  evaluation  on  re-defining  the  wage  index  for  rural  hospitals 
in  such  a  way  that  establishes  a  separate  professional  wage  index  for  each 
rural  hospital  that  is  tied  into  the  nearest  Metropolitan  Statistical  Area 
(MSA).     This  re-definition  would  recognize  that  many  rural  hospitals  are 
competing  with  neighboring  urban  hospitals  for  professional  staff  and 
reflect  this  in  the  wage  index  adjustment  for  Medicare  reimbursements. 

I  understand  that  this  year  the  wage  index  will  be  updated  and  this 
should  positively  impact  many  rural  and  urban  hospitals.     I  think  that  the 
Committee  can  begin  laying  some  ground  work  on  addressing  some  of  the 
problems  in  the  way  labor  costs  for  hospital  payments  are  calculated.  I 
would  urge  you  to  consider  what  I  am  proposing  as  an  option  that  could 
address  some  of  the  problems  that  rural  hospitals  are  confronted  with  under 
the  current  system. 

Mr.  Chairman,  I  know  that  you  have  a  particular  interest  in  the  EACH 
demonstration  program.     I  worked  with  you  in  developing  this  new  program  in 
last  year's  reconciliation  bill  and  I  am  very  interested  in  working  with 
this  new  program  to  develop  it  further  and  make  necessary  adjustments  to 
make  it  successful.     But  it  is  my  firm  belief  that  federal  policy  cannot 
proceed  down  this  road  —  namely  to  develop  model  programs  to  assist  in  the 
conversion  of  rural  hospitals  and  establishing  health  care  networks  — 
without  addressing  the  issue  of  payment  equity  for  rural  hospitals.     If  the 
latter  is  not  addressed,  the  Medicare  program  is  pre-ordaining  the  closure 
and/or  conversion  of  rural  hospitals.     This  would  make  the  EACH  program 
coercive.  It  has  been  my  understanding  from  the  start  that  our  intent  in 
developing  this  new  program  that  it  would  be  presented  as  an  option  to 
hospital  closure  for  rural  communities  —  not  an  ultimatum.     If  we  expect 
rural  communities  to  radically  change  the  character  of  the  their  health 
care  delivery,  we  must  first  treat  them  fairly.     Rural  hospitals  that 
become  Rural  Primary  Care  Hospitals  (RPCHs)  and  become  part  of  rural  health 
care  networks  should  do  so,  not  because  inadequate  and  inequitable  Medicare 
reimbursements  dictated  those  changes,  but  because  their  communities  have 
different  needs  and  circumstances. 

In  conclusion,  I  wish  to  reiterate  my  desire  that  the  Committee  on 
Ways  and  Means  continue  to  work  to  change  the  inequitable  basis  of  payments 
to  rural  hospitals.     The  Committee  has  recognized  the  pressing  needs  of 
rural  hospitals  and  has  made  significant  headway  in  trying  to  provide 
solutions  to  the  problems  facing  rural  health  care  delivery.     Mr.  Chairman, 
I  am  personally  grateful  for  the  interest  you  have  taken  in  rural  health 
care.     But  inequities  still  exist  and  the  Committee  must  continue  to 
address  these  problems.     I  look  forward  to  working  with  you  and  our 
colleagues  on  this  Committee  to  address  these  issues. 
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Chairman  Stark.  Thanks  very  much,  Byron.  I  hope  you  can  stay 
with  us  for  a  bit  while  we  Hsten  to  our  colleague,  Mr.  Lancaster, 
and  then  we  can  inquire  from  both  of  you  at  the  same  time. 

Martin,  would  you  like  to  proceed  in  any  manner  you  are  com- 
fortable? 

STATEMENT  OF  HON.  H.  MARTIN  LANCASTER,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  NORTH  CAROLINA 

Mr.  Lancaster.  Thank  you,  Mr.  Chairman,  and  I  do  thank  you 
and  the  committee  for  the  opportunity  to  testify  this  morning.  I 
have  asked  Leo  Petit,  a  constituent  and  hospital  administrator  in 
Elizabethtown,  N.C.,  and  Bill  Pully  of  the  North  Carolina  Hospital 
Association,  to  join  me  here  in  the  witness  area.  Out  in  the  audi- 
ence are  three  other  hospital  administrators  from  my  district:  Cam- 
eron Highsmith  of  Pender  Memorial;  Richard  Harrell  of  Duplin 
General  Hospital,  and  Lee  Pridgen  of  Sampson  Memorial  Hospital. 

I  would  ask  that  the  full  text  of  my  statement  be  submitted  for 
the  record,  and  I  will  shorten  my  statement  here  in  the  oral  pres- 
entation. 

Mr.  Chairman,  you  and  this  subcommittee  have  done  much  in 
the  way  of  rural  health  care,  but  I  am  here  to  discuss  the  contin- 
ued problems  that  face  these  administrators  and  other  rural  ad- 
ministrators across  this  country.  The  first  issue  I  would  like  to  dis- 
cuss is  the  disproportionate  share  adjustment. 

The  DSH  standards  clearly  discriminate  against  rural  hospitals, 
especially  those  with  less  than  100  beds  that  are  not  designated  as 
sole  community  providers.  These  small  rural  hospitals  must 
achieve  a  45  percent  DSH  population  and  then  will  only  receive  a  4 
percent  DRG  adjustment.  They  can  never  get  more  than  a  4  per- 
cent adjustment.  On  the  other  hand,  a  sole  community  provider 
must  only  obtain  a  30  percent  DSH  population,  and  they  will  re- 
ceive a  10  percent  DRG  adjustment.  A  large  urban  hospital  must 
obtain  only  15  percent  DSH  population  to  get  a  DRG  adjustment, 
and  that  adjustment  can  range  as  high  as  58  percent. 

One  example  of  these  inequities  is  to  consider  a  45  percent  DSH 
population.  Under  this  circumstance,  a  small  or  large  rural  hospi- 
tal only  gets  a  4  percent  DRG  adjustment;  a  sole  community  pro- 
vider gets  a  10  percent  adjustment;  while  a  small  urban  hospital 
gets  5  percent  and  a  large  urban  hospital  a  22  percent  adjustment. 
Why  should  a  DSH  adjustment  be  different  for  rural  and  urban 
hospitals  of  any  size  if  they  have  the  same  DSH  population?  These 
inequities  must  be  addressed  and  corrected. 

Mr.  Chairman,  I  am  also  concerned  about  the  sole  community 
provider  designation.  The  sole  community  provider  designation 
needs  to  be  expanded  to  include  those  hospitals  like  these  here 
today  that  may  be  located  within  35  miles  of  another  facility,  but 
who  occupy  a  large  rural  county — I  would  suggest  over  800  square 
miles — and  whose  population  is  unable  to  travel  long  distances  to 
seek  quality  health  care  because  of  lack  of  public  transportation. 
These  hospitals  are  the  only  facilities  in  their  large  counties  and 
cannot  provide  the  health  care  needed  under  current  standards 
and  under  current  reimbursements. 
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Under  one  of  the  OBRA  provisions,  hospitals  who  in  a  base  year 
have  achieved  a  60  percent  Medicare  occupancy  are  eligible  for  a 
PPS  rate.  This  appears  to  contradict  reimbursement  and  utilization 
review  rationale  that  have  been  used  in  the  past.  One  hospital  in 
my  district  was  forced  to  discontinue  OB  services  because  no  OB 
physician  was  available.  However,  the  Medicare  percentage  of  pa- 
tients then  shot  up  from  48  to  56  percent.  This  hospital  has  worked 
extremely  hard  to  improve  its  utilization  review  record  and  has  cut 
over  a  day  off  the  average  length  of  stay  of  Medicare  patients. 
There  is  a  conflict,  then,  when  one  considers  that  obstetrics,  espe- 
cially in  a  rural  area  with  a  high  Medicaid  population,  is  a  money- 
losing  service.  When  dropping  that  service,  the  hospital  then  is  left 
within  reaching  distance  of  the  60  percent  Medicare  occupancy, 
and  that  conflict  becomes  more  evidence  between  the  social  needs 
and  the  bottom  line.  This  just  should  not  be. 

I  am  sad  to  say  that  North  Carolina  has  the  worst  infant  mortal- 
ity rate  in  the  Nation.  Rural  States  need  OB  care  desperately.  This 
policy  can  only  lead  to  counterproductive  results.  It  seems  that  as 
more  hospitals  approach  the  60  percent  rate,  increasing  pressure 
will  come  to  the  point  that  hospitals  may  consider  dropping  OB 
services  because  of  that  bottom  line. 

My  hospitals  represented  here  provide  care  to  a  high  proportion 
of  the  elderly,  poor,  and  migrant  farm  workers.  These  hospitals  are 
competing  for  technical  and  professional  personnel,  with  urban 
hospitals  approximately  1  hour's  drive  away.  While  these  personnel 
can  usually  drive  to  work  in  an  urban  hospital,  many  of  the  poor 
and  elderly  cannot  make  that  drive  for  treatment  because  there  is 
no  public  transportation  available.  They  must  go  to  the  local  rural 
hospitals  for  treatment  and  care,  or  receive  no  care  at  all.  It  is  sug- 
gested that  the  annual  Medicare  PPS  rate  adjustment  take  into  ac- 
count professional  and  technical  salaries  that  are  being  paid  by 
urban  hospitals  and  referral  centers  within  an  hour's  drive  of  the 
rural  hospital. 

Another  of  these  hospitals  serves  four  community  health  centers, 
something  that  you  have  been  very  interested  in,  Mr.  Chairman. 
For  these  community  health  centers  to  operate  for  migrant  and 
poor  workers  and  in  accordance  with  their  mission,  they  must  have 
a  viable  county  hospital  nearby.  Without  adequate  and  competitive 
Medicare  and  Medicaid  payment  for  both  inpatient  and  outpatient 
services,  this  hospital  will  not  be  able  to  continue  to  provide  the 
level  of  service  and  facilities  required  by  the  four  centers  in  that 
county. 

Mr.  Chairman,  I  thank  you  again  for  allowing  me  to  present  tes- 
timony before  you  subcommittee.  Improving  the  quality  of  health 
care  for  rural  America  is  a  main  concern  and  goal  of  mine.  It  is 
shared  by  140  other  members  of  the  Rural  Health  Care  Coalition 
and  many  of  my  colleagues  in  the  Congress.  I  hope  that  some  of 
the  concerns  raised  here  today  will  be  further  addressed  by  the 
subcommittee  as  it  addresses  these  issues.  Without  adequate  health 
care  for  all  our  citizens,  other  aspects  of  rural  life  for  our  citizens 
will  continue  to  suffer. 

Thank  you,  Mr.  Chairman. 

[The  statement  of  Mr.  Lancaster  follows:] 
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STATEMENT  OF  HON.   H.   MARTIN  LANCASTER 
BEFORE  THE  SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
April  4,  1990 


Mr.  Chairman,   I  would  like  to  thank  you  and  the  other  Members  of 
the  Subcommittee  for  allowing  me  to  testify  this  morning  on  an 
issue  that  is  of  great  importance  to  my  congressional  district  in 
North  Carolina  and  to  our  nation,  the  maintenance  and  viability 
of  rural  health  care.     I  have  asked  Mr.  Leo  Petit,  a  constituent, 
and  Administrator  of  the  Bladen  County  Hospital  in  Elizabethtown, 
North  Carolina,  and  Mr.  Bill  Pully,  with  the  North  Carolina 
Hospital  Association,   to  join  me  during  my  presentation  before 
the  Subcommittee.     Also,  Mr.  Chairman,  I  would  like  to  recognize 
three  other  hospital  Administrators  from  the  Third  Congressional 
District  of  North  Carolina  that  are  present  today:     Mr.  Cameron 
Highsmith  with  Pender  Memorial  Hospital,  Mr.  Richard  Harrell  of 
Duplin  General  Hospital,  and  Mr.  Lee  Pridgen  with  Sampson 
Memorial  Hospital. 

First,   I  would  like  to  thank  you,  Mr.  Chairman,  and  the 
Subcommittee,     for  the  progress  that  has  been  made  in  addressing 
the  concerns  of  rural  hospitals  as  a  result  of  the  passage  of  the 
Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA).     The  Rural 
Health  Care  Coalition,  of  which  I  am  a  member,   is  hopeful  further 
changes  will  be  made  to  assist  our  hospitals.  We  will  be 
announcing  our  legislative  package  in  a  press  conference  that  is 
scheduled  for  tomorrow. 

Mr.  Chairman,  you  and  this  Subcommittee  have  done  much  in  the  way 
of  rural  health  care,  but  I  am  here  to  discuss  the  continued 
problems  that  face  these  Administrators  and  other  rural 
Administrators  across  this  country. 

The  first  issue  that  I  will  discuss  is  the  Disproportionate  Share 
Adjustment  (DSH).     The  DSH  standards  clearly  discriminate  against 
rural  hospitals,  especially  those  with  less  than  100  beds  that 
are  not  designated  as  SCPs.    The  small  rural  hospital  must 
achieve  a  45%  DSH  population  and  will  only  receive  a  4%  DRG 
adjustment.     They  can  never  get  more  than  a  4%  adjustment.  On 
the  other  hand,  a  SCP  must  only  obtain  a  30%  DSH  population  and 
they  will  receive  a  10%  DRG  adjustment.     A  large  urban  hospital 
must  only  obtain  15%  DSH  population  to  get  any  DRG  adjustment  and 
that  adjustment  can  range  from  2.5%  up  to  58%.     One  example  of 
these  inequities  is  to  consider  a  45%  DSH  population.     Under  this 
circumstance,  a  small  or  large  rural  hospital  only  gets  a  4%  DRG 
adjustment,  a  SCP  would  get  10%,  while    a  small  urban  hospital 
gets  5%  and  a  large  urban  gets  22%.     Why  should  a  DSH  adjustment 
be  different  for  a  rural  or  urban  hospital  if  they  have  the  same 
DSH  population?    These  inequities  must  be  corrected. 

Under  current  law,  a  percentage  increase  to  Medicare's 
prospective  DRG  payment  is  allowed  if  a  hospital  achieves  a 
specified  level  of  treating  disproportionate  share  patients.  The 
DSH  of  patients  in  a  hospital  is  based  on  patients  that  are 
either  Medicaid  or  Medicare  patients  with  Supplemental  Security 
Income  (SSI). 

In  the  chart  below,  the  first  column  shows  the  minimum  percentage 
DSH  needed  to  qualify  for  a  DSH  adjustment.       The  column  DRG 
adjustment  shows  the  maximum  percentage  that  can  be  obtained  as 
DRG  adjustments.     Actually,  for  large  urban  facilities,  there  is 
really  no  limit  as  they  receive  an  additional  percentage  for 
every  0.1  percentage  point  that  they  exceed  15%  in  the  urban 
formula. 
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Minimum  Maximum 

Hospital                  Disproportionate  DRG 

Category               Share  percentage  needed  Adjustment 
(to  receive  adjustment) 

Rural  <  100  beds               45%  4% 

Rural  ^  100  beds               30%  4% 

SCP                                       30%  10% 

Urban  <  100  beds               40%  5% 

Urban  >  100  beds                15%  58% 


In  a  chart  included  in  my  formal  statement,  you  will  see  that,  a 
rural  hospital  (with  under  100  beds)  needs  a  45%  disproportionate 
share  to  obtain  a  4%  increase  in  its  DRG  rate.     On  the  other 
hand,  an  urban  hospital  with  over  100  beds  needs  only  a  15% 
disproportionate  share  to  receive  the  2.5%  adjustment  and  if  they 
had  100%  DSH  percentage  their  adjustment  would  be  58%.  This 
differential  becomes  even  more  apparent  when  one  remembers  that 
the  standardized  payment  rates  for  the  urban  hospital  is  already 
significantly  higher  than  for  the  rural  hospitals 
(i.e.  urban/rural  differential). 

Another  way  to  look  at  this  situation  demonstrates  further  the 
unfair  treatment  of  rural  hospitals.     The  following  chart 
illustrates  the  differential  problem: 

Disproportionate  Share  Adjustment  Received 


Hospital  Category  30%  DSH  40%  DSH  45%  DSH 

Population  Population  Population 

Rural  <  100  beds  -0-  -0-  4% 

Rural  >  100  beds  4%  4%  4% 

SCP  10%  10%  10% 

Urban  <  100  beds  -0-  5%  5% 

Urban  >  100  beds  12%  18%  22% 


Under  the  disproportionate  share  allowance,  a  payment  of  a  10% 
DRG  adjustment  for  a  sole  community  provider  as  opposed  to 
a  rural  hospital  4%  DRG  adjustment  makes  a  significant  amount  of 
income  difference.     This  is  the  reason  why  sole  community 
provider  status  is  important  and  needs  expansion. 

The  four  hospitals  with  me  today,  are  seeking  SCP  status  since 
each  of  them  in  reality  is  the  sole  community  hospital  in  their 
very  large  rural  counties.     In  my  district,   the  6%  DSH 
differential  (between  rural  and  a  Sole  Community  Provider  [SCP]) 
would  have  made  the  difference  in  at  least  one  of  these  hospitals 
not  operating  in  the  red. 

Mr.  Chairman,  I  am  also  concerned  about  the  Sole  Community 
Provider  (SCP)  designation.  The  SCP  designation  needs  to  be 
expanded  to  include  those  hospitals,  like  these  here  today,  that 
may  be  located  within  35  miles  of  another  facility  but  who  occupy 
large  rural  counties  (over  800  square  miles)  and  whose  population 
is  unable  to  travel  long  distances  to  seek  quality  health  care. 
These  hospitals  are  the  only  facilities  in  their  large  counties. 
In  the  past,  any  hospital  that  was  located  more  than  50  miles 
from  another  hospital  was  designated  as  a  SCP.     That  criteria  was 
lowered  by  OBRA  last  year  to  a  35  mile  radius.     However,  that 
provision  has  done  little  for  hospitals  in  my  state.  In 
reviewing  information  from  the  American  Hospital  Association 
(AHA),  it  appears  that  hospitals  in  the  western  part  of  the 
country  benefit,  but  few  hospitals  are  helped  that  are  located 
along  the  eastern  seaboard.     The  AHA  notes  that  there  are  374 
eligible  SCPs  in  the  nation.     However,  there  are  none  in  North 
Carolina,  and  only  25  in  the  southern  states.  Over  76%  of  SCPs 
are  located  west  of  the  Mississippi  River.  This  bears  out  my 
point  that  the  SCP  status  is  not  really  within  reach  of  hospitals 
in  my  area.     However,  it  could  be  a  tremendous  help  if  it  were 
attainable. 
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Under  one  of  the  OBRA  provisions,  hospitals  who  in  a  base  year 
have  achieved  a  60%  Medicare  occupancy  are  eligible  for  an 
increased  PPS  rate.     This  appears  to  contradict  reimbursement  and 
utilization  review  rationale  that  have  been  used  in  the  past. 
One  hospital  in  my  district  was  forced  to  discontinue  OB  services 
because  there  was  no  OB  physician  available.     However,  the 
Medicare  percentage  of  patients  shot  from  48  to  56  percent.  This 
hospital  has  worked  extremely  hard  to  improve  its  utilization 
review  record  and  has  cut  over  a  day  off  the  average  length  of 
stay  of  Medicare  patients.     There  is  a  conflict  when  one 
considers  that  obstetrics,  especially  in  a  rural  area  with  a  high 
Medicaid  population,  is  a  money  losing  service.     When  dropping 
that  service,  the  hospital  is  left  within  reaching  distance  of 
the  60%  Medicare  occupancy  and  a  conflict  between  social  needs 
and  the  bottom  line  comes  into  play.     This  just  should  not  be. 

I  am  sad  to  say  that  North  Carolina  has  the  worse  infant 
mortality  rate  in  the  nation.       Rural  residents  need  OB  care 
desperately.  This  policy  can  lead  to  counter  productive  results. 
It  seems  that  as  more  hospitals  reach  the  60%  base  rate, 
increasing  pressure  will  come  to  the  point  that  hospitals  may 
want  to  consider  dropping  OB  service. 

My  hospitals  represented  here  today  provide  care  to  a  high 
proportion  of  the  elderly,  the  poor,  and  migrant  farm  workers. 
These  hospitals  are  competing  for  technical  and  professional 
personnel,  with  urban  hospitals  approximately  one  hour's  drive 
away.     While  these  personnel  can  usually  drive  to  work  in  an 
urban  hospital,  many  of  the  poor  and  elderly  cannot  make  that 
drive  for  treatment.     There  is  no  public  transportation 
available.     They  must  go  to  local  rural  hospitals  for' treatment 
and  care.     It  is  suggested  that  the  annual  Medicare  PPS  wage 
adjustment  rate  take  into  account  professional  and  technical 
salaries  that  are  being  paid  by  urban  hospitals  and  referral 
centers  within  an  hour's  drive  of  the  rural  hospital. 

Another  of  these  hospitals  serves  four  community  health  centers 
within  the  county.     For  these  community  health  centers  to  operate 
for  migrant  and  poor  workers  and  in  accordance  with  its  mission, 
they  must  have  a  viable  county  hospital  nearby.     Without  adequate 
and  competitive  Medicare  and  Medicaid  payment  for  both  inpatient 
and  outpatient  services,   this  hospital  will  not  be  able  to 
continue  to  provide  the  level  of  service  and  facilities  required 
by  the  four  centers  in  that  county. 

Progress  is  being  made  in  the  elimination  of  the  Medicare  PPS 
urban/rural  differential.     I  applaud  those  efforts  and  urge  that 
we  accelerate  the  move  in  that  direction  quickly  to  make  the 
playing  field  as  level  as  soon  as  possible. 

We  in  the  Congress  have  a  great  task  ahead.     I  have  expressed 
grave  concern  to  our  colleague,  Leon  Panetta,   regarding  the 
President's  proposed  $5.5  billion  in  Medicare  reductions. 
This  is  not  the  direction,  nor  the  area  of  costs  reductions  that 
I  feel  the  American  people  want  us  to  take.     The  Congress 
cannot  ignore  the  precarious  positions  of  many  of  our  nation's 
hospitals . 

Mr.  Chairman,  thank  you  again  for  allowing  me  to  present 
testimony  before  your  distinguished  Subcommittee.     Improving  the 
quality  of  health  care  for  rural  America  is  a  main  concern  and 
goal  of  mine.     It  is  shared  by  140  other  members  of  the  Rural 
Health  Care  Coalition  and  many  of  my  colleagues  in  the  Congress. 
I  hope  that  some  of  the  concerns  that  are  raised  today  will  be 
further  addressed  by  the  Subcommittee  as  it  examines  this  issue. 
Without  adequate  health  care  for  all  our  citizens,  other  aspects 
of  rural  life  for  our  citizens  will  continue  to  suffer.  Thank 
you,  Mr.  Chairman. 
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Chairman  Stark.  I  want  to  thank  both  of  you  for  your  testimony. 
You  have  illustrated  problems  the  subcommittee  has  wrestled  with 
to  a  great  extent. 

If  you  look  at  the  last  6  years,  the  differential  in  the  DRG's  has 
dropped  from  25  percent  in  1984  to  18  percent  in  1987.  It  is  cur- 
rently 7.5  percent. 

It  may  come  as  no  surprise  to  you,  gentlemen,  and  to  some  mem- 
bers of  the  subcommittee,  that  this  is  a  major  point  of  contention 
as  we  go  to  conference  with  the  Senate.  If  we  had  no  assistance  for 
the  rural  hospitals,  we  would  get  no  help  from  the  Senate,  basical- 
ly. So,  in  fact,  you  might' postulate  that  if  we  were  to  go  from  7.5 
percent  to  0  in  one  fell  swoop,  we  would  have  no  chips  left  to  deal 
with  those  who  are  here  to  discuss  the  problems  of  inner-city  hospi- 
tals. 

I  just  offer  that  as  a  possibility.  I  am  not  suggesting  that  this  is 
what  always  happens.  But  it  is  something  you  might  consider  as  we 
wind  our  way  through  this  process.  It  doesn't  justify  anything,  but 
it  may  explain  something.  I  just  offer  that  for  consideration. 

I  would  also  like  to  thank  the  rural  members  of  the  subcommit- 
tee and  the  full  committee,  so  aptly  represented  by  Mr.  Pickle,  Mr. 
Dorgan,  Mr.  Moody,  Mr.  Flippo,  Mr.  Chandler,  Mr.  Anthony,  Mr. 
Donnelly,  Mr.  Gradison — all  of  us  who  have  rural  hospitals  in  our 
districts. 

Byron,  the  new  wage  index  that  is  going  into  effect  in  October  is 
based  on  the  hospitals'  own  wage  data.  Now,  should  this  not  take 
care  of  the  problem  of  the  wage  differential? 

Mr.  Dorgan.  Well,  except  that  as  I  indicated  earlier,  in  the  rural 
area  there  is  a  statewide  wage  index  rate  established  for  all  hospi- 
tals, and  I  was  simply  suggesting  that  I  think  there  are  cases  in 
rural  areas  where,  for  example,  in  the  case  of  professionals,  they 
are  competing  with  the  urban  area  60  miles  down  the  road. 

Chairman  Stark.  Then  they  are  paying  those  rates,  and  that  be- 
comes their  wage  index. 

Mr.  Dorgan.  No,  that  is  not  the  case,  as  I  understand  it.  I  may 
be  wrong,  but  as  I  understand  it,  the  wage  index  for  a  classified 
rural  hospital  is  a  statewide  wage  index. 

Chairman  Stark.  Well,  then  you  run  into  problem  No.  2;  the 
practice  that  gives  the  most  assistance  to  the  rural  areas  of  the 
State  with  the  lowest  wages. 

Mr.  Dorgan.  Well,  again,  you  might  consult  staff,  but  my  under- 
standing is  that  the  wage  index  for  rural  hospitals  is  the  compila- 
tion and  summary  of  wages  paid  by  all  other  rural  hospitals.  Not 
all  other  hospitals,  all  other  rural  hospitals. 

The  point  I  make  is  this:  There  are  some  for  whom  that  wage 
index  may  be  inappropriate  because  they  are  not  competing  for 
professionals  with  all  other  rural  hospitals.  They  are  probably  com- 
peting with  the  hospital  50  miles  down  the  road.  I  am  simply 
saying  that  there  may  be  cases  where  a  hospital  is  required  to  com- 
pete with  an  urban  area  for  their  professionals,  and  they  are  then 
reimbursed  on  a  wage  index  that  relates  to  all  other  rurals. 

Chairman  Stark.  All  I  am  suggesting  is  that  you  are  getting  into 
the  same  zero-sum  game  that  the  subcommittee  does  all  the  time. 
Let's  assume  for  a  minute  that  you  have  a  State  where  all  hospi- 
tals are  rural,  but  some  have  a  much  lower  wage  base  than  others. 
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Obviously,  those  below  the  State  average  are  going  to  get  the  most 
help  if  they  stay  in  a  statewide  pool. 

Is  it  really  the  call,  if  you  will,  of  the  rural  legislators  to  deter- 
mine the  appropriate  wage  index?  Is  that  what  you  want  to  do?  It 
is  a  matter  of  some  indifference  to  those  of  us  who  don't  have  a  lot 
of  rural  hospitals  right  in  our  district.  But  the  answer  is,  as  you 
look  at  your  own  community,  if  you  leave  the  average,  you  really 
leave  behind  some  of  the  lowest  wage  areas. 

Mr.  DoRGAN.  No,  well,  and  the  legislation  I  am  introducing  to- 
morrow will  simply  require  the  Secretary  to  collect  data,  and  the 
Secretary  will  evaluate  the  effect,  then,  of  establishing  a  separate 
index  in  certain  cases.  So  I  am  not  suggesting  there  aren't  some 
problems  with  it,  and  the  Secretary  may  collect  data  and  discover 
by  presenting  that  data  to  me,  allow  me  to  discover  this  is  not  the 
right  thing  to  do.  But  I  do  think  that  there  are  some  exceptions 
that  should  persuade  us  to  look  at  that. 

Let  me,  if  I  can,  go  back  to  the  rural /urban  differential  because  I 
think  that  is  a  more  important  issue,  and  the  issue  I  led  with.  I 
understand  what  you  indicated  to  us  in  your  comments;  that  is  the 
way  things  work.  You  have  to  trade  things  back  and  forth  in  a  con- 
ference in  order  to  get  what  you  want.  If  you  go  to  the  conference 
with  appropriate  trading  bait,  you  can  extract  from  someone  else 
what  they  have.  But  that  is  talking  politics,  and  we  are  talking 
health  care.  And  I  suppose  we  can't  separate  the  two  when  Medi- 
care is  funded  by  a  political  body.  But  I  do  say  on  behalf  of  those 
who  are  treated  in  my  State  and  reimbursed  under  Medicare  that 
Medicare  reimbursement  ought  to  certainly  be  the  standardized 
rate  that  was  promised  when  we  enacted  the  Prospective  Payment 
System.  I  was  seated  right  over  in  that  chair  and  heard  the  prom- 
ise and  am  unable  to  forget  it.  It  is  one  of  those  things  you  just 
can't  forget. 

Chairman  Stark.  Which  promise  is  this? 

Mr.  DoRGAN.  The  promise  of  a  single  standardized  rate — eventu- 
al elimination  of  the  urban/rural  differential. 

Chairman  Stark.  The  gentleman  is  correct.  The  political  prob- 
lem we  face  is  that  we  are  dealing  with  probably  half  the  hospitals 
in  number,  evenly  divided  between  urban  and  rural;  perhaps  four 
times  the  amount  of  dollars  going  to  urban  because  they  are 
bigger,  in  general,  than  rural  hospitals.  Again,  without  the  option 
of  new  money,  it  is  quite  difficult  to  come  to  some  kind  of  a  balance 
that  is  fair.  Quite  frankly,  all  the  parties  of  interest,  including  the 
two  witnesses,  have  been  very  patient  with  us  because  it  isn't  easy. 
All  I  suggest  is  that  the  Senate  has  a  far  stronger  rural  representa- 
tion and  the  House  has  a  stronger  urban  representation. 

We  will  hear  from  witnesses  later  today  who  will  tell  horror  sto- 
ries about  inner-city  hospitals  that  are  overcrowded,  understaffed, 
and  have  people  waiting  in  the  streets.  All  of  the  problems  that 
could  very  well  happen  to  an  urban  hospital  if  a  rural  hospital 
closes.  To  balance  out  those  dollars  is  the  job  we  face.  It  is  sort  of 
like  keeping  the  teeter-totter  even.  You  can  move  the  board  one 
way  or  the  other  or  put  a  bigger  gorilla  on  one  end  or  the  other 
end  of  the  board.  But  there  aren't  many  options. 

Mr.  DoRGAN.  Mr.  Chairman,  can  I  just  make  one  other  observa- 
tion? 
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Chairman  Stark.  Yes. 

Mr.  DoRGAN.  I  don't  have  the  data  at  my  fingertips,  but  my  un- 
derstanding is  that  if  you  wrapped  all  the  small  rural  hospitals  in 
one  basket  in  America,  they  represent  such  an  incredibly  small 
part  of  money  we  are  talking  about.  The  bulk  of  the  money,  obvi- 
ously, from  Medicare  is  traveling  to  urban  hospitals. 

Chairman  Stark.  Let  me  put  it  this  way:  If  we  close  the  gap,  it 
would  cost  us  $400  million  in  the  first  year.  We  are  going  to  be 
dealing,  hopefully,  with  not  more  than  $1.7  billion,  maybe  $1.8  bil- 
lion in  total  cuts.  That  means  that  in  a  sense  you  are  increasing 
our  job  by  a  whole  lot  more  than  we  have. 

Mr.  DoRGAN.  Well,  to  put  that  $400  million  in  perspective, 
though,  what  are  we  going  to  spend  on  Medicare  this  coming  year 
in  the  aggregate? 

Chairman  Stark.  It  was  $112  billion  last  year,  and  we  are 
charged  with  cutting  2  percent,  maybe  1.8,  from  a  prospective  in- 
crease. In  other  words,  there  has  never  been  a  cut,  and  there  has 
never  been  an  increase  in  fees  less  than  the  Consumer  Price  Index. 
We  are  always  talking  about  a  decrease  of  some  medical  market 
basket  that  is  pretty  difficult  to  justify.  The  employees  in  a  hospital 
generally  don't  necessarily  get  higher  wage  increases  than  anybody 
else  in  the  community,  and  that  tends  to  depend  on  the  prosperity 
of  the  community. 

So,  what  we  are  actually  talking  about  is  less  of  an  increase 
rather  than  an  actual  cut.  So  that  is  the  market  share  of  what  we 
have  to  play  with.  What  we  basically  have  to  do  is  reduce  the  rates 
to  someone  else  to  raise  the  rates  for  rural  hospitals  or  else  make 
reductions  in  rurals  at  a  lesser  rate.  I  would  submit  that  we  do 
that  for  inner-city  hospitals,  and  we  do  it  for  rural  hospitals.  Who 
gets  the  cut?  Basically  the  urban  hospitals. 

You  all  can  estimate  just  as  carefully  as  you  wish.  How  long  is 
Raleigh,  N.C.,  going  to  sit  still  for  me  to  cut  their  profitable  hospi- 
tal to  subsidize  another  one? 

Mr.  Lancaster.  But,  Mr.  Chairman,  if  the  rural  hospitals  close, 
those  Raleigh  suburban  hospitals  are  going  to  have  to  take  those 
patients,  many  of  which  are  Medicaid  and  Medicare  patients. 

Chairman  Stark.  But  there  is  a  third  group,  because  if  the 
inner-city  hospital  closes  in  the  poorest  part  of  your  State,  those 
poor  patients  go  to  the  urban  hospital,  or  they  become  a  burden  on 
the  real  estate  taxpayers  of  the  community.  So,  again,  it  is  still  a 
zero-sum  game.  We  still  have  the  same  number  of  people  in  North 
Carolina  who  get  sick  and  the  same  number  of  them  who  are  poor 
and  the  community  is  saddled  with  the  cost. 

We  appreciate,  actually,  the  willingness,  as  evidenced  by  Con- 
gressman Dorgan,  to  say  whether  the  changes  we  suggested  last 
year  for  helping  communities  merge  hospitals  are  very  effective. 
And  that  tends  to  be  those  that  are  running  10  and  20  percent  oc- 
cupied. They  just  can't  get  enough  volume  even  if  we  doubled  their 
fees,  and  yet  we  can't  leave  the  rural  community  underserved  or 
unserved.  That  is  an  emotional  transfer  for  a  small  community 
that  tries  to  provide  complete  services  while  struggling  with  a  fi- 
nancial problem— both  of  which  we  have  tried  to  address  in  the 
budget  Act  of  1989,  and  this  legislation  I  think  is  too  new  to  see 
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whether  it  will  help.  But  the  willingness  that  you  both  indicate  to 
work  with  us  makes  our  job  easier. 

I  thank  you  both. 

Mr.  Lancaster.  We  thank  you. 

Chairman  Stark.  Your  comments  are  appreciated. 

Mr.  Moody.  Mr.  Chairman. 

Chairman  Stark.  Mr.  Moody. 

Mr.  Moody.  Thank  you.  Mr.  Dorgan,  I  will  be  happy  to  provide 
those  figures  for  you.  My  staff  is  in  touch  with  your  staff  and  I  am 
sure  they  are  accurate. 

I  think  that  we  have  two  sets  of  problems  that  are  equally  com- 
pelling. As  I  mentioned  in  my  statement,  I  worked  with  the  rural 
representatives  last  year  to  get  an  amendment  approved  that  has 
improved  both  equally  and  simultaneously. 

I  think  the  urban  hospitals  have  the  problem  of  high  dispropor- 
tionate share.  We  have  not  only  Medicare,  but  we  are  very  high 
Medicaid.  Medicaid  pays  lower  per  dollar  of  costs  than  Medicare 
does  by  a  fair  margin.  In  fact,  in  Wisconsin  I  am  told  Medicaid 
pays  less  than  50  cents  on  the  dollar  of  costs,  whereas  Medicare  is 
close  to  a  dollar,  maybe  slightly  under. 

So  they  are  losing  money  on  both.  They  are  losing  a  lot  more  per 
patient  on  Medicaid.  And  I  suspect  that  Medicaid  makes  it  higher 
in  urban  and  rural.  I  may  be  wrong.  I  think  that.  That  is  my 
hunch. 

So,  within  that  70  percent,  the  mix  inside  the  70  percent  is  also 
very  important. 

Rural  hospitals,  I  think,  have  a  special  problem  of  occupancy  be- 
cause they  do  not  have  the  economies  of  scale.  They  have  a  lot  of 
empty  beds  relative  to  their  small  size.  There  are  still  empty  beds. 
Some  urbans  are  bulging  at  the  seams.  People  are  virtually  in 
aisles  or  sleeping  in  corridors.  In  rurals,  obviously,  people  are 
voting  with  their  feet.  They  do  not  have  the  specialties,  the  high 
tech  specialties  that  the  urban  centers  have,  and  people  can  move 
away  from  them.  Therefore,  economies  of  scale  are  less  available. 
They  are  less  available  an3rway  because  rural  hospitals  are,  by  defi- 
nition, smaller  and  even  less  available  when  you  have  that  magnet 
effect  towards  the  high  tech  specialties. 

So  they  have  a  special  problem  of  occupancy.  I  think  somebody 
needs  to  make  a  distinct  decision,  about  whether  we  are  going  to 
subsidize  hospitals  for  other  than  medical  care  reasons.  That  is,  are 
we  going  to  subsidize  hospitals  to  keep  the  doors  open  so  that  we 
can  provide  access  in  sparsely  populated  areas  with  long  distances 
between  communities? 

If  hospitals  in  your  State  close  because  we  did  not  compensate 
them  adequately,  the  way  they  have  closed  in  Milwaukee  then  a 
whole  different  issue  arises  because  people  have  to  drive  unbeliev- 
able distances  to  get  health  care. 

In  my  city,  my  community,  you  do  not  have  to  drive  unbelievable 
distances,  but  every  inner-city  resident  now  would  have  to  go  to  the 
suburbs,  which  is  not  a  distance  jump,  but  it  is  a  social  economic 
jump,  to  get  care. 

So  if  the  Government  is  going  to  make  a  policy  point  that  we 
cannot  let  hospitals  close  when  there  are  big  distances  involved, 
there  I  think  we  need  to  build  that  in  explicitly  to  the  formula. 
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But  I  think  the  two  sets  of  things  are  going  on  here  simulta- 
neously. 

If  there  are  any  comments,  it  would  be  appreciated,  either  wit- 
ness. 

Mr.  DoRGAN.  Well,  I  basically  agree  and  understand.  We  are  not 
here  suggesting  that  the  only  problems  that  exist  in  health  care 
are  in  rural  areas.  Also,  we  are  not  suggesting  that  the  only  atten- 
tion that  should  be  paid  to  hospitals  is  in  rural  areas. 

As  I  indicated  when  I  started,  I  was  at  D.C.  General  yesterday.  It 
is  staggering  to  see  what  happens  in  our  inner-city  hospitals,  the 
problems  they  live  with  and  the  difficulties  they  have.  So  you  are 
exactly  correct.  We  need  to  work  to  together  to  deal  with  both  of 
these  issues  at  the  same  time. 

Mr.  Moody.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Chairman. 

Chairman  Stark.  Mr.  Chandler.  We  have  already  called  on  Mr. 
Cardin.  Mr.  Pickle. 

Mr.  Pickle.  Well,  Mr.  Chairman,  I  was  not  able  to  hear  all  the 
testimony  but  I  have  seen  copies  of  the  testimony  of  both  of  these 
gentlemen.  And  I  want  to  commend  them  for  it. 

Both  of  these  men  worked  very  actively  last  year,  both  in  the  dis- 
proportionate share  category  and  in  the  area  of  rural  hospitals.  I 
want  to  recognize  their  contribution. 

I  say  to  Mr.  Lancaster  that  we  have  got  a  problem  when  we  go  to 
determine  what  is  a  sole  community  hospital,  and  what  should  be 
done  with  one  that  is  less  than  35  miles?  What  criteria  do  we  use? 

Some  of  my  urban  colleagues  are  going  to  be  concerned  about 
how  you  can  say  a  hospital  less  than  30  or  35  miles  is  really  isolat- 
ed. But  it  is  different  situation,  and  we  have  got  to  find  a  better 
rationale  for  it. 

And  Mr.  Dorgan  is  exactly  right.  If  we  are  going  to  develop  the 
EACH  hospital  program  and  exercise  interrelated  ways  to  improve 
rural  health,  some  funds  have  got  to  be  provided  to  operate  that 
way.  I  do  not  know  if  we  can  do  it  1  year,  but  I  hope  we  can.  We 
will  do  the  best  we  can. 

I  just  simply  want  to  compliment  them  for  what  their  testimony 
means  to  focus  on  this  problem,  Mr.  Chairman.  And  I  thank  you. 

Chairman  Stark.  Mr.  Coyne. 

Mr.  Coyne.  I  have  no  questions. 

Chairman  Stark.  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman. 

All  of  us  really  welcome  your  testimony  wherever  we  come  from. 
We  all  share  your  perspective  that  while  we  are  here  from  particu- 
lar areas,  there  is  a  national  interest.  And  I  think  the  dilemma  is 
pretty  clear.  We  have  a  system  that  tends  to  pit  each  of  us  against 
the  other  though  the  needs  are  rather  universal.  And  I  am  not  sure 
what  path  will  lead  us  out  of  that  dilemma. 

As  we  all  know,  the  administration  wanted  to  cut  hospital  reim- 
bursement very  deeply,  which  would  simply  increase  the  bind  that 
we  were  all  in. 

Also,  it  is  pretty  clear  to  me  that  we  need  to  take  into  account 
access  in  rural  areas.  It  is  just  that  simple.  We  already  built  in  a 
factor  for  access  for  distance.  And  the  dilemma  is  that  we  have  on 
the  other  hand  these  burgeoning  needs  in  urban  areas. 
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I  was  looking  at  some  of  the  data,  and  perhaps  it  was  reviewed 
before  I  came  here.  We  all  know  what  the  occupancy  rate  picture 
is.  In  urban  hospitals,  51  percent,  under  60  percent  occupancy  in 
rural  areas,  it  is  86  percent.  So,  if  you  take  that  figure,  you  say, 
well,  let's  sock  it  to  the  rural  hospital,  right?  But  you  just  cannot 
do  that  so  simply.  Though  I  think  occupancy  has  some  relevancy. 

When  you  look  at  the  chart  on  the  effect  of  the  1989  law,  as  I 
read  it,  the  estimated  PPS  payments  to  urban  hospitals  are  going 
to  go  down  by  0.7  percent,  while  those  to  rural  will  go  up  3.6  per- 
cent. 

And  we  all  have  been  sympathetic  to  efforts  to  assist  rural  hospi- 
tals. The  problem  is  you  then  look  at  the  payments  that  are  going 
into  the  large  urban  areas,  and  they  are  going  down  while  the 
needs  are  increasing. 

So  I  think  we  very  deeply  respect  the  energy  and  the  merits  of 
your  effort.  We  just  ask  that  everybody  remember  that  we  are  kind 
of  in  this  boat  together  and  it  is  not  sinking,  but  it  surely  has  some 
leaks  in  it.  At  the  same  time,  we  need  to  try  to  increase  the  effi- 
ciency. 

So  that  is  not  really  a  question.  It  is  just  a  statement  of  where  I 
come  from.  My  hope  is  that  you  will  help  us  as  you  are  doing — dig 
out  the  facts,  and  also  continue  to  work  with  us  to  see  if  we  can 
come  up  with  new  techniques  as  we  did  last  year  for  ameliorating 
this  problem. 

I  saw  the  picture  of  you  in  the  paper  this  morning,  Byron,  and  I 
think  that  symbolizes  you  coming  from  a  rural  area.  It  symbolizes 
the  interest  all  of  us  have  in  an  effective  health  care  system  in  this 
country.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Donnelly. 

Mr.  Donnelly.  I  have  no  questions,  Mr.  Chairman. 

Could  I  just  leave  one  question  with  the  witnesses  that  they  can 
respond  to  later? 

The  staff  informed  me,  as  the  inquiry  was  going  on,  that  ProPAC 
has  proposed  or  will  propose  splitting  the  rural  wage  areas  into  an 
urbanized  and  nonurbanized  rural.  And  what  they  have  picked  is 
that  urbanized  would  be  towns  of  25,000  or  greater. 

Now,  I  think  we  rejected  this  last  year  because  it  was  felt  that 
we  would  be  hitting  in  a  zero  sum  game,  that  we  would  be  hitting 
the  smaller  towns  too  hard  in  doing  that. 

Now,  one  answer  could  be  raise  everybody.  But  if  you  will  take 
that  option  off  the  table  for  a  minute,  and  just  kind  of  respond  to 
either  myself  or  other  members  of  the  subcommittee,  does  that  do 
anything  for  you,  or  does  it  just  move  the  chairs  around  on  the 
deck  of  the  ship  without  really  accomplishing  anything? 

But  it  is  a  proposal  that  will  be  brought  up  by  ProPAC,  and  as  I 
say,  I  am  not  sure  that  accomplishes  anything,  but  you  would  have 
to  decide  that  based  on  how  you  think  States  with  more  small 
towns  would — how  would  they  benefit  or  suffer. 

If  you  let  us  know,  it  would  help. 

Mr.  Lancaster.  We  will  respond  for  the  record,  Mr.  Chairman. 

Chairman  Stark.  Thank  you. 

Mr.  Donnelly.  Thank  you. 

Chairman  Stark.  Thank  you  both. 

[The  information  of  Mr.  Lancaster  follows:] 
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July  15,  1990 


IliouBE  of  SeprESEntattuEs 

H.  MARTIN  LANCASTER 

NORTH  CAROLINA 

THIRD  DISTRICT 


Honorable  Pete  Stark,  Chairman 
Subcommittee  on  Health 
Committee  on  Ways  and  Means 
1114  Longworth  HOB 
Washington,  D.  C.  20515-6349 

Dear  Pete: 

During    my    testimony    before    your    Subcommittee    regarding  rural 
hospitals  and  health  care  delivery,  you  had  asked  a  question 
related  to  the  proposal  that  has  been  made  in  the  past  which  would 
split  rural  wage  areas  into  "urbanized"  and  "non-urbanized" 
rural  areas.     The  "urbanized"  rural  areas  would  be  composed  of 
towns  with  populations  of  25,000  or  more.     The  purpose  of  such  a 
proposal  would  be  to  obtain  a  wage  index  for  the  rural  areas  that 
more  accurately  represents  their  actual  wages  paid.     You  had 
indicated  that  this  would  probably  be  only  a  "zero  sum  game"  with 
the   larger    rural   areas   gaining   and   the   smaller   towns   and  rural 
areas  losing. 


This  proposal   does   not   seem  to  provide  any   real   relief   for  the 
rural  hospitals  in  North  Carolina.     If  the  rural  wage  indices 
used  by  all  rural  facilities  could  be  increased,   that  would 
mean  rural  hospitals  in  larger  towns  (>25,000  population) 
would  benefit  while  those  in  smaller  areas  would  be  hurt  with  their 
wage    index    possibly    reduced.       This    proposal    does    not    seem  to 
address  the  real  problem:    Rural  Hospitals  in  our  State  most  often 
compete  for  medical  personnel  (i.e.,  40,  50,  60  miles).  Therefore, 
a    more    realistic    and    accurate    approach    would    be    to  actually 
"redraw"  the  MSA  lines  or  circles  so  that  they  not  only  reflect  the 
large,  urbanized  areas  but  also  include  the  surrounding  rural  areas 
near   the  urban  areas  which  are  within  commuting  distance.  This 
would  generate  a  more  accurate  wage   index  figure  for   each  area. 
The  current  MSAs  are  not  true  predictors  of  labor  markets,  at  least 
in  North  Carolina. 


In  conclusion,  the  idea  of  splitting  the  rural  wage  index  into 
"urbanized"  and  "non-urbanized"  areas  does  not  seem  to  accomplish 
what  the  wage  index  should  truly  represent:  the  actual  wages  of  a 
given  geographic  area. 


I  appreciate  your  affording  me  the  opportunity  to  testify  before 
your  Subcommittee  and  appreciate  any  further  efforts  in  assisting 
the  rural  hospitals  of  this  nation. 


Member  of  Congress 


HML/sc 
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Chairman  Stark.  Our  next  panel  consists  of  Bruce  Vladeck,  the 
President  of  the  United  Hospital  Fund  of  New  York,  and  Dr. 
James  Mongan,  the  executive  director  of  the  Truman  Medical 
Center,  and  dean  of  the  University  of  Missouri  Medical  School, 
Kansas  City,  Mo. 

I  would  like  to  welcome  both  of  you  gentlemen  to  this  committee, 
and  ask  that  you  proceed  in  any  manner  you  are  comfortable. 

Bruce,  you  are  first  on  the  list  so  please  begin.  Again,  it  is  good 
to  see  you  back  here. 

STATEMENT  OF  BRUCE  C.  VLADECK,  PRESIDENT,  UNITED 
HOSPITAL  FUND  OF  NEW  YORK,  N.Y. 

Mr.  Vladeck.  Thank  you  very  much,  Mr.  Chairman.  I  am 
pleased  to  be  here. 

I  have  had  the  privilege  of  appearing  before  you  on  several  occa- 
sions in  the  past,  but  this  is  an  issue  of  particular  concern  to  me, 
particularly  close  to  my  heart,  so  I  am  very  grateful  for  today's  op- 
portunity. 

There  is  a  written  statement  which  I  will  only  summarize  very 
briefly.  But  let  me  say  that  as  much  as  I  understand  the  primary 
purpose  of  this  hearing  and  the  issues  that  the  subcommittee  is 
going  to  be  dealing  with,  and  as  much  as  I  love  talking  about  issues 
of  reimbursement  and  the  minutiae  of  budgets  and  issues  on  budg- 
ets and  so  forth,  I  would  like  to  take  4  of  the  5  minutes  this  morn- 
ing to  talk  about  the  health  problems  in  the  communities  in  inner 
cities  throughout  the  United  States. 

We  were  talking  about  a  health  care  crisis  of  major  proportions 
in  many  parts  of  our  inner  cities  throughout  this  country.  I  was  ad- 
vised by  staff,  and  I  understand  the  sentiments  in  this  city,  not  to 
use  too  much  New  York  City  data  since  we  are  always  outliers  in 
one  sense  or  another.  But  I  cannot  help  citing  the  recent  study  in 
the  New  England  Journal  that  shows  that,  in  the  middle  of  the 
1980's  men  in  Central  Harlem  had  lower  life  expectancy  than  men 
in  Bangladesh.  And  women  past  the  age  of  10  in  Harlem  have 
lower  life  expectancy  than  women  in  Bangladesh  once  they  survive 
early  infancy  and  early  childhood. 

We  know  all  about  drugs  and  trauma  and  AIDS  and  so  forth,  al- 
though the  data  from  which  that  conclusion  is  drawn  largely  pre- 
dates the  AIDS  epidemic.  In  fact,  the  major  killers  in  our  inner 
cities  are  the  same  as  they  are  in  our  more  affluent  suburbs.  There 
is  heart  disease,  there  are  cancers,  there  is  hypertension,  and  the 
differential  in  the  death  rates  has  to  do  with  the  impact  of  poverty. 
It  also  has  to  do  with  impaired  access  to  primary  care,  to  preven- 
tive services,  to  good  medical  care  on  a  regular  basis. 

In  this  city,  residents  of  low-income  minority  neighborhoods  are 
10  times  as  likely  to  be  hospitalized  for  pneumonia  as  residents  in 
the  more  affluent  communities.  They  are  four  times  more  likely  to 
be  hospitalized  for  coronary  disease.  They  are  less  likely  to  get  cor- 
onary artery  bypass  surgery. 

One  can  find  data  or  anecdotes  or  illustrations  from  all  over  the 
country.  To  show  some  geographic  balance  in  my  remarks,  you  are 
certainly  familiar  with  the  crisis  in  the  trauma  system,  in  the 
emergency  care  system  in  Los  Angeles  County  as  roughly  half  the 
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hospitals  providing  emergency  rooms  in  that  county  have  closed 
those  services  in  the  last  several  years,  leading  to  increasing  delays 
and  diversions  of  ambulances,  backups  in  emergency  rooms,  and  so 
forth,  largely  tied  to  the  same  phenomena  of  increased  demand  and 
inadequate  financing  for  low  income  persons  in  need  of  care. 

Obviously,  these  health  problems  are  playing  out  in  the  hospitals 
in  a  variety  of  ways.  They  are  already  leading  to  serious  financial 
problems,  and  those  problems  are  leading  to  staff  reductions,  to  re- 
ductions in  clinic  hours,  to  reductions  in  outreach  services.  In  our 
classic  fashion  in  this  system,  we  are  probably  cutting  the  most 
cost-effective  preventive  services  first,  because  you  have  to  keep  the 
emergency  rooms  open  and  the  emergency  rooms  and  tertiary  serv- 
ices staffed.  And  the  projections  out  a  couple  of  years  are  even 
more  distressing. 

At  the  same  time,  I  think  the  data  is  very  clear  that  in  some 
narrow  sense  these  problems  of  the  finances  of  inner-city  hospitals 
are  not  Medicare's  fault.  The  disproportionate  share  adjustment 
and  the  indirect  medical  adjustment — since  there  is  so  large  an 
overlap  between  what  we  call  safety  net  hospitals  and  teaching 
hospitals — are  not  the  most  precise  and  surgical  tools  in  the  world 
but  they  are,  to  a  considerable  extent,  getting  the  money  to  where 
they  are  supposed  to  be  getting  the  money. 

And  relatively  speaking,  those  hospitals  are  doing  better  on  Med- 
icare than  they  are  doing  on  any  of  their  other  payers,  and  certain- 
ly than  the  average  hospital  in  the  United  States.  The  problem  is 
that  those  institutions  frequently  have  a  relatively  low  share  of 
Medicare  beneficiaries.  Certainly  the  inner-city  public  hospitals  do, 
and  many  of  the  inner-city  voluntary  hospitals.  And  they  are  losing 
so  much  money  on  Medicaid  and  care  of  the  uninsured  that  they 
are  still,  in  the  aggregate,  losing  money  even  though  their  treat- 
ment under  the  Medicare  program  is  relatively  generous. 

We  have  talked  about  public  policy  dilemmas  today.  Let  me  just 
say  that  in  order  to  ensure  access  to  Medicare  beneficiaries  in 
these  inner-city  communities — and  there  are  substantial  numbers 
of  them — there  have  to  be  providers  of  service  there  for  them  to 
have  access  to. 

It  is  very  much  the  case  that  Medicare  is  not  the  primary  cause 
of  the  financial  problems  of  those  institutions.  But,  unless  Medi- 
care continues  to  be  part  of  the  solution,  there  will  be  serious 
access  problems  for  Medicare  beneficiaries  as  well  as  for  the  other 
residents  of  those  communities. 

I  think  what  that  means,  to  conclude  by  getting  back  to  the 
stated  purpose  of  this  morning's  hearings,  is  that  significant  reduc- 
tions, as  proposed  in  the  President's  budget,  for  example,  in  the  in- 
direct medical  education  adjustment  would  have  a  very  baleful 
effect  on  many  of  these  institutions.  And  that  if  you  do  in  fact  ad- 
dress issues  of  capital  payment  this  year,  I  would  hope  you  would 
pay  particular  attention  to  the  needs  of  many  of  these  institutions. 

And  I  also  think  that  there  are  a  whole  set  of  relatively  compli- 
cated issues  from  having  to  do  with  physician  payment  and  the  old 
part  A/ part  B  problems  that  everyone  tries  to  stay  away  from  be- 
cause they  are  so  complicated  and  confusing.  But  those  problems 
mean  that  very  sound  policy,  taken  in  the  name  of  physician  pay- 


25 


ment  reform  in  the  aggregate,  may  have  unintended  negative  con- 
sequences on  a  number  of  inner-city  hospitals. 

The  only  other  thing  I  can  say,  again  sensitive  to  the  stated  pur- 
pose of  today's  hearing  and  jurisdictions  and  so  forth,  is  that  it 
seems  to  me  that  no  matter  what  is  done  on  parts  A  or  B,  unless 
we  can  find  some  way  to  deal  with  the  problems  of  Federal  over- 
sight of  Medicaid  programs  of  enforcement  of  the  new  dispropor- 
tionate share  language  enacted  last  year,  and  so  on  and  so  forth, 
there  is  nothing  Medicare  can  do,  perhaps  or  should  appropriately 
do,  to  overcome  the  growing  shortfalls  in  Medicaid  reimbursement 
that  are  so  central  to  the  financial  dilemmas  of  many  of  these  in- 
stitutions. 

I  am  obviously  happy  to  answer  questions  about  any  of  these 
issues.  Thank  you. 

[The  statement  of  Mr.  Vladeck  follows:] 
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TESTIMONY  OF  BRUCE  C.    VLADECK,    UNITED  HOSPITAL  FUND  OF  NEW  YORK 

Mr.   Chairman,  members  of  the  committee,   my  name  is  Bruce  C. 
Vladeck.   I  am  president  of  the  United  Hospital  Fund  of  New  York, 
a  research  and  philanthropic  organization.     It  is  a  pleasure  to 
appear  before  you  this  morning.     I  have  had  the  opportunity  to 
testify  before  this  committee  on  several  occasions  in  the  past, 
but  today's  topic  is  one  of  special  personal  and  professional 
Importance,   and  I  am  grateful  to  you  for  the  opportunity  to 
express  my  views. 

Mr.  Chairman,   there  is  a  health  care  crisis  in  this  nation's 
Inner  cities.     American  citizens  are  falling  ill  with,  and  being 
hospitalized  for,  preventable  conditions  for  which  inexpensive 
and  effective  treatments  have  been  available  for  half  a  century. 
People  are  dying  prematurely,  and  life  expectancy  among  certain 
subgroups  of  the  population  is  actually  falling.     At  the  same 
time,   both  as  cause  and  effect,  mechanisms  for  the  delivery  of 
primary  care  in  low-income  inner-city  communities  have 
deteriorated  badly,   and  the  hospitals  that  now  bear  the  brunt  of 
both  increasing  morbidity  and  deterioration  in  other  parts  of  the 
service  system  are  experiencing  increasing  operational  and 
financial  strain.   In  many  communities,  the  system  of  care  is 
teetering  on  the  edge  of  collapse,   a  collapse  that  would  affect 
not  only  the  poor  but  others  in  need  of  medical  services  and, 
indeed,   the  very  fabric  of  many  of  our  communities. 

Again,  Mr.  Chairman,   there  are  three  kinds  of  phenomena 
occurring  in  many  of  our  nation's  inner  cities,  which  are  very 
closely  inter-connected  but  easier  to  talk  about  if  treated  one 
at  a  time.     They  are  the  amounts  of  at  least  theoretically 
preventable  morbidity  and  mortality,   the  deterioration  in  the 
primary  care  system,  and  the  service  and  financial  burdens  being 
borne  by  inner-city  hospitals.     Understanding  the  stated  purpose 
of  these  hearings,   and  given  my  own  professional  activities  and 
predilections,   I  will  concentrate  my  remarks  on  the  third 
category  -  what  is  happening  to  the  hospitals  -  but  in  order  to 
put  the  problems  of  the  hospitals  In  the  proper  perspective.  It 
is  necessary  to  begin  with  a  very  brief  discussion  of  these  other 
two  sets  of  forces  which  are  having  so  severe  an  impact  on 
hospitals . 


The  Inner-City  Health  Crisis 

Several  months  ago,   if  you'll  recall,  the  lead  article  in  the 
New  England  Journal  of  Medicine  attracted  enormous  media 
attention.     It  reported  on  a  small  study  which  called  into 
question  the  therapeutic  benefits  of  Ingesting  large  quantities 
of  oat  bran.     The  very  saune  Issue  of  the  Journal  contained, 
however,  another  article  that  appears  to  have  attracted 
considerably  less  attention  outside  my  home  town,  although  I 
think  its  findings  say  far  more  about  what  is  going  on  in  our 
society.     Drs.  McCord  and  Freeman  exsunined  mortality  rates  in 
Central  Harlem  and  found,  ajnong  other  things,   that  men  born  In 
the  middle  of  this  century  in  Bangladesh  had  longer  life 
expectancies  than  men  born  in  central  Harlem,   and  women  in 
Bangladesh  if  they  survived  past  the  age  of  ten  could  also  be 
expected  to  live  longer  than  their  sisters  In  the  center  of  New 
York  City. 

We  all  have  our  stereotypes  about  life  In  the  inner  city,  so 
the  most  Important  thing  that  must  be  emphasized  about  McCord  and 
Freeman's  article  is  that,  while  death  rates  associated  with 
substance  abuse  and  violence  are  very  much  higher  in  Central 
Harlem  than  almost  amywhere  else  in  the  world  -  except  other 
inner  cities  in  the  United  States  -  they  were  not  the  primary 
cause  of  the  extraordinary  excess  mortality  in  that  community. 
The  major  killers  in  Harlem  are  the  same  as  in  Scarsdale  or  Chevy 
Chase  or  Marin  County  or  anywhere  else  in  the  United  States: 
heart  disease,   cancer,   hypertension.     Harlem's  excess  death  rate 
is  primarily  the  result  of  poverty  among  its  people  and 
inadequacy  in  their  access  to  medical  care.  A  final  note  on 

this  particular  study:  most  of  the  data  on  which  It  was  based  are 
several  years  old,  predating,   for  example,  the  epidemic  of  AIDS 
which  is  now  the  largest  killer  of  Harlem  residents  in  their 
twenties  and  thirties.     The  data  also  largely  predates  the  crack 
epidemic,  which  is  putting  extraordinary  strains  on  the  health 
care  system,  most  tragically  visible  in  the  extraordinary 
increase  in  low  birthweight  or  otherwise  medically  compromised 
infants;   in  the  third  calendar  quarter  of  last  year,  as  an 
Illustration,  one  in  ten  of  the  babies  born  alive  in  all  of  New 
York  City  required  neonatal  Intensive  care. 
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Of  course,  we  New  Yorkers  well  understand  that  our  city  Is 
always  viewed,  particularly  in  Washington,  as  an  anomaly  and  an 
outlier,  so  it  is  Importemt  to  emphasize  that  the  health  care 
crisis  in  our  poorer  neighborhoods  differs  from  that  in  dozens, 
perhaps  hundreds,  of  other  inner-city  communities  throughout  the 
United  States  primarily  in  our  having  better  data  to  describe  it. 
As  you  know,  the  Department  of  Health  and  Hiimam  Services  recently 
reported  that  life  expectancy  among  black  males  nationwide  is 
actually  falling,  and  that  the  infant  mortality  rate  for  blacks 
is  now  almost  exactly  double  that  of  whites.  While  the  majority 
of  this  nation's  black  citizens  reside  outside  inner  city 
neighborhoods,  and  while  the  health  problems  of  other  minority 
groups,  especially  hispanics,   in  many  urban  communities  may  be 
even  more  severe  than  those  experienced  by  blacks,  I'm  confident 
that  aggregate  national  data  understates.  If  anything,  the 
problems  of  inner  cities. 

Just  to  illustrate  with  some  data  from  another  major 
American  city,  in  1985  residents  of  Adams-Morgan  or  Anacostla 
were  ten  times  as  likely  to  be  hospitalized  for  pneumonia  as 
residents  of  Georgetown,  and  roughly  three  times  as  likely  as 
residents  of  Cleveland  Park  or  Fairfax  County.     Residents  of 
Congress  Heights  were  three  to  four  times  as  likely  to  be 
hospitalized  for  congestive  heart  failure,  or  angina,  or 
diabetes,  as  residents  living  around  Chevy  Chase  Circle,     I  wish 
we  had  more  recent  data,  but  everything  we  know  about  what  has 
been  occurring  in  the  health  care  system  over  the  last  five  years 
suggests  that  the  current  situation  is,   if  anything,  worse. 


The  Erosion  of  Primary  Care 

Of  course,  ever  since  people  begsm  keeping  track  of  these 
things,  poor  people  have  had  more  health  problems  than  the  middle 
class.  What  has  changed  in  the  1980s  is  primarily  two  things. 
First,   there  are  more  poor  people  than  there  were  a  decade  ago, 
and  those  poor  people  are  more  concentrated  geographically  in 
inner  cities  and  certain  other  areas;  moreover,     a  smaller 
proportion  of  them  have  health  Insurance,  both  because  of  changes 
in  the  health  Insurance  market  and  the  deterioration  in  Medicaid 
coverage.     But  second,  those  services  and  programs  that  have 
provided  health  services  for  the  inner-city  poor  in  the  past, 
with  the  exception  of  hospitals,  have  experienced  considerable 
contraction  in  the  last  decade.     Federal  aid  to  community  health 
centers  has  fallen,   in  real  terms,  by  something  like  30%  in  the 
last  decade,  and  the  states,  which  were  bypassed  in  the  creation 
of  the  original  federal  program,  have  largely  not  stepped  in  to 
fill  the  void.     The  block  granting  of  categorical  programs  which 
supported  a  range  of  services  delivered  by  public  health  agencies 
and  public  and  private  hospitals  in  inner  cities  was  also 
accompanied  by  substantial  reductions  in  federal  support  -  as  was 
the  block  granting  of  funds  for  alcohol  and  drug  treatment.  The 
National  Health  Service  Corps,  which  always  had  something  of  a 
rural  bias,  has  shrunk  to  the  point  where  it  is  now  essentially 
irrelevant  in  the  inner  cities. 

In  inner  city  communities  throughout  the  United  States,  a 
generation  of  family  practitioners  and  other  community  doctors 
has  reached,  or  is  about  to  reach,  retirement  age,  with  no 
replacements  in  sight.     The  increasing  tendency  of  American 
medical  graduates  to  select  subspecialty  careers,  and  the 
deterioration  in  the  proportion  of  graduates  from  historically 
underrepresented  minorities,  are  widely  recognized,  but  the 
consequences  are  immediately  visible,  and  have  an  immediate 
impact,  in  the  inner  city. 

Thus,  to  cite  some  data  from  Washington  again,  fully  40k  of 
hospital  admissions  among  the  uninsured  in  the  District  of 
Columbia  were  deemed  to  have  been  medically  preventable  or 
avoidable  had  the  patients  received  adequate  primary  care  before 
their  illnesses  reached  the  point  at  which  hospitalization  was 
necessary,  as  opposed  to  Just  12%  of  admissions  in  the  insured 
population.     Almost  a  third  of  uninsured  mothers  in  the  same 
study  reported  no  regular  prenatal  care.     In  short,  there  is  not 
only  a  morbidity  crisis  in  the  Inner  cities,  but  a  primary  care 
crisis  as  well. 
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The  Effect  on  Hospitals 

All  these  problems,   and  others,   show  up  In  the  emergency 
rooms  of  Inner  city  hospitals.     Very  sick,  vminsured  poor  people; 
people  with  asthma  or  pneumonia  or  diabetes  that  could  and  should 
be  well-managed  by  primary  care  practitioners;  mothers  in  labor 
who  have  not  received  prenatal  care,   and  may  have  used  drugs 
during  their  pregnancy;  victims  of  the  epidemic  of  violence,  much 
of  it  drug-related;  chronically  ill  Medicare  beneficiaries  who 
live  in  communities  without  capable  primary  care  practitioners 
are  all  served  by  the  outpatient  and  inpatient  services  of  a 
relatively  small  fraction  of  this  nation's  hospitals. 

Every  city  is  different,  and  the  burden  of  caring  for  the 
poor  and  uninsured  is  distributed  differently  from  one  community 
to  the  next.     In  New  York,   I  am  proud  to  say,  while  we  have  by 
far  the  nation's  largest  public  hospital  system,   the  majority  of 
Medicaid  amd  uninsured  patients  are  cared  for  in  the  voluntary, 
non-profit  sector,  where  Medicaid  Is  the  second-largest  payor 
after  Medicare.     In  other  cities,   the  burden  falls 
disproportionately  on  public  Institutions  supported  by  local 
governments,  as  in  the  case  of  the  exemplary  institution  run  by 
my  colleacpae.   Dr.  Mongan.     In  Newark,   Denver,   and  New  Orleans, 
state-operated  teaching  hospitals  play  a  central  role,  while 
Philadelphia  and  Pittsburgh  and  Hartford  have  no  public  hospitals 
at  all.  With  due  respect  to  my  friends  at  the  National 
Association  of  Public  Hospitals,   I  think  it  appropriate  to  use 
their  term  to  describe  these  institutions,  both  public  and 
private,  as  "safety  net  hospitals." 

These  500  or  so  hospitals  are,  of  course,  a  very 
heterogenous  group,  but  they  tend  to  share  certain 
characteristics.     A  very  large  proportion  of  them  are  teaching 
institutions,   including  many  of  this  nation's  most  distinguished 
academic  medical  centers,  and  a  goodly  number  with  only  a  few 
freestanding  residencies  as  well.     Hospital  care  to  the  Inner 
city  poor,  In  other  words,  is  delivered  largely  by  physicians  In 
training,  whether  in  the  emergency  room,  outpatient  clinics,  or 
the  inpatient  service.     Relative  to  other  hospitals,   these  safety 
net  hospitals  have  a  smaller  proportion  of  Medicare  discharges, 
and  a  much  higher  share  of  Medicaid,  and  their  Medicare  patients 
are  poorer  than  those  in  other  hospitals.     Perhaps  most 
strikingly,  as  opposed  to  the  great  majority  of  Amerlcam 
hospitals,  safety  net  hospitals  are  increasingly  busy.  Their 
emergency  rooms  are  crowded,  frequently  to  the  point  where 
ambulances  must  be  diverted  to  less-busy  hospitals;  their 
inpatient  occupancy  rates  are  increasing;  and  they  need  no 
marketing  consultants  to  bring  them  more  customers,  although  non- 
paying  customers  are  the  most  rapidly  growing  share  of  their 
business . 

Financially,  many  of  these  hospitals  are  hurting,  some  cjuite 
badly.  Again,  the  pattern  differs  from  one  part  of  the  country  to 
amother,   largely  as  a  result  of  differences  in  state  policies 

about  Medicaid  reimbursement,   other  subsidies  to  disproportionate 
share  hospitals,   and  the  general  climate  of  fiscal  relationships 
between  the  state  and  local  governments.     But  in  general,  inner- 
city  hospitals  are  facing  increasing  financial  strain  just  at  the 
time  that  their  workload  is  growing. 

Before  this  committee,  Mr.  Chairman,   I  must  hasten  to  add 
that,  as  far  as  we  can  tell,   the  financial  difficulties  of  inner- 
city  hospitals  are  not  the  direct  result  of  Medicare  payment 
policies.     Looking  only  at  PPS  margins  -  the  difference  between 
Medicare  payments  for  operating  costs  and  Medicare  costs 
excluding  capital  and  direct  medical  education  expenses  - 
teaching  hospitals  continue  to  do  better  than  any  other  class  of 
hospitals,   emd  disproportionate  share  teaching  hospitals  do  at 
least  as  well  as  non-disproportionate  share  teaching  hospitals. 
Similarly,  disproportionate  share  non-teaching  hospitals  do 
better,  in  terms  of  Medicare  margins,  than  similar  hospitals  that 
do  not  benefit  from  disproportionate  share  adjustments. 

At  the  same  time,  however,  teaching  hospitals  and 
disproportionate  share  hospitals  -  two  groups  that  overlap 
extensively  -  tend  to  do  much  worse  in  total  margins  than  other 
hospitals.     In  other  words,   the  average  inner-city  teaching 
hospital  has  a  positive  Medicare  margin,   but  is  losing  money  on 
operations  in  the  aggregate.     To  put  a  little  more  specificity 
behind  these  numbers,  while  the  average  American  hospital 
(operating  at  roughly  60*  occupancy)   broke  even  on  operations  in 
1988,   and  experienced  a  total  margin  of  about  5*,   three  quarters 
of  the  hospitals  in  New  York  City  lost  money,  as  did  two  thirds 
of  the  hospitals  in  Philadelphia  and  almost  all  the  urban  public 
hospitals  in  California. 
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It  doesn't  take  a  rocket  scientist  to  explain  these  numbers. 
The  number  of  uninsured  patients  Is  growing,  and  with  them  the 
expenses  of  uncompensated  care  -  which  has  always  been  highly 
concentrated  In  a  relatively  small  proportion  of  hospitals.  Only 
half  a  dozen  states  have  significant  formal  mechamlsms  for 
subsidizing  hospital  uncompensated  care,  and  those  mechanisms 
themselves  are  deteriorating  In  the  face  of  growing  needs  -  for 
the  average  hospital  In  New  York  City,  for  example,  the  state- 
admlnlstered,  payor-f Inemced  Bad  Debt  and  Charity  Care  Pool 
distributions  now  cover  less  than  30%  of  reported  uncompensated 
care. 

Most  significantly.  Medicaid,  which  Is  the  llfeblood  of  most 
safety  net  hospitals.   Is  Increasingly  Inadequate  as  a  financing 
mechanism  for  hospital-based  services.     While  I  believe  the 
Congress  Is  to  be  applauded  for  mandating  expansions  In  Medicaid 
coverage  for  low-Income  women  and  children,  these  mandates,  in 
the  context  of  growing  fiscal  pressures  on  the  states,  the 
growing  demand  for  and  total  lack  of  federal  policy  leadership  In 
long-term  care,  and  general  health  care  Inflation  have  led  to 
Increasing  cutbacks  or  limitations  on  Medicaid  payments  to 
hospitals.     As  the  fiscal  climate  In  a  number  of  states  turns 
less  favorable  than  It  was  prior  to  and  Immediately  following 
federal  tax  reform,  further  restrictions  and  cutbacks  may  be 
Inevitable.     Inadequate  Medicaid  payments  for  Inpatient  services 
are  already  the  leading  cause  of  financial  distress  for  safety 
net  hospitals  in  California,  Illinois,  and  Tennessee,  while 
Inadequate  Medicaid  outpatient  payments  are  the  principal  cause 
of  hospital  financial  distress  in  New  York  and  Pennsylvania. 

Safety  net  hospitals  are  less  expensive,  all  other  things 
being  equal,   than  other  hospitals,   in    part  because  they  have 
greater  difficulty  in  access  to  capital,  and  thus  have  lower 
capital  costs,  but  all  other  things  aren't  equal,  so  that 
disproportionate  share  hospitals  appear  more  expensive,  in  ways 
that  may  have  very  serious  effects  on  their  Medicaid 
reimbursement.     Obviously,  the  costs  of  teaching  -  about  which  I 
will  say  more  below  -  are  a  major  factor,  as  Is  the  simple  fact 
that  safety  net  hospitals  tend  to  be  in  big  cities  where  wage 
rates  are  higher.     Safety  net  hospitals  tend  also  to  be  bigger 
hospitals,  and  for  reasons  not  yet  well  understood,  hospital 
size,  measured  by  bed  capacity,  appears  to  have  an  Independent 
increasing  effect  on  hospital  costs.     Controlling  for  case  mix, 
teaching  costs,   location,  amd  bed  size,  however,  safety  net 
hospitals  are  inexpensive  -  probably,  as  has  often  been  argued, 
because  they  have  always  had  less  revenue,  and  have  thus  had  to 
operate  with  fewer  resources. 

It  is  Important  to  emphasize,  however,  that  safety  net 
hospitals  operate  in  the  same  labor  markets,  especially  for 
professional  labor,  as  other  hospitals.     Thus,  they  have  had  to 
respond  to  the  dramatic  Increases  In  salaries  for  nurses  and 
other  professionals,  but  that  process  has  been  a  two-edged  sword. 
On  the  one  hand, their  financial  problems  have  often  made  it 
difficult  for  such  hospitals  to  respond  as  quickly  or  as 
aggressively  as  others  to  labor  market  conditions,   leaving  them 
with  personnel  shortages  even  worse  than  average  In  the  face  of 
increasing,  rather  than  diminishing  demand.     At  the  same  time, 
such  "catching  up"  as  they  have  had  to  do,  in  order  to  be  able  to 
have  staff  at  all,  has  occurred  In  an  economic  environment  less 
favorable  to  them  than  to  other  hospitals,  forcing  them  to  Incur 
Increasing  losses  or  to  reduce  or  cut  back  on  services. 

Already,  inner  city  hospitals  are  laying  off  workers  or  not 
filling  budgeted  positions  for  which  personnel  are  available  even 
as  their  workloads  Increase.     Clinic  hours  are  being  shortened 
and  outreach  services  curtailed.     Waiting  times  in  clinics  and 
emergency  rooms  are  increasing.     And,  of  course,  in  a  growing 
number  of  comm\inltles  the  emergency  medical  system  Is 
approaching,  or  at  a  point  of,  crisis  as  some  hospitals,  unable 
to  sustain  increasing  losses  from  care  of  the  uninsured  and 
Medicaid  patients  in  their  emergency  rooms,  close  their  emergency 
services  altogether,  while  those  that  continue  to  operate 
emergency  rooms  can  afford  neither  the  staff  nor  the  inpatient 
resources  to  accommodate  all  the  new  patients. 

We  ain't  seen  nothing  yet.     It's  my  very  strong  belief  that 
the  personnel  and  service  reductions  already  occurring  In  inner- 
city  hospitals  are  only  a  preliminary  harbinger  of  the  problems 
to  come  over  the  next  several  years  if  nothing  gives  in  the 
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equation  of  constrained  resources.   Increased  demand,  and 
Increased  costs  faced  by  Inner-clty  hospitals.     We  will  have  more 
cutbacks  and  more  eliminations  of  needed  services,  more  closed 
emergency  rooms  and  outreach  programs,  and  then  we  will  have 
bankruptcies  and  hospital  closings,   leaving  an  Increasing  number 
of  communities,  already  devastated  socially  and  economically, 
without  significant  health  services  altogether. 


Recommendat  ions 

It  seems  clear  to  me,  Mr.  Chairman,   that  the  problems  facing 
inner-city  hospitals  and  the  patients  they  serve  will  not  be 
solved  until  we  have  the  thoroughgoing  overhaul  of  the  financing 
system  for  American  health  care  that  is  so  long  overdue. 
Mindful,  however,  both  of  the  political  and  budgetary  realities 
and  the  agenda  and  jurisdiction  of  this  committee,   I  will  confine 
my  recommendations  to  a  handful  of  suggestions  that  seem  to  me 
realistic,  appropriate,  and  achievable  in  the  short  term. 

First,  whatever  else  you  do  or  don't  do,  it  seems  clear  to 
me  that  the  Indirect  medical  education  adjustment  and  the 
disproportionate  share  adjustment  in  the  Prospective  Payment 
System  are  indeed  benefitting  precisely  those  institutions  they 
were  meant  to  benefit  and  that,  while  neither  Is  perfect,  any 
significant  reductions  would  have  an  extremely  damaging  effect  on 
those  institutions  that  are  now  most  at  risk  as  a  result  of 
serving  the  urban  poor.     I'm  mindful  of  my  own  role,  as  a  member 
of  the  Prospective  Payment  Assessment  Commission.   In  Joining  in  a 
recommendation  for  a  modest  reduction  In  the  Indirect  medical 
education  adjustment,  and  I  don't  feel  any  great  contradiction 
here  because  I  believe  the  adjustment  we  recommended  was  modest 
indeed,  and  designed  in  part  to  forestall  pressures  for  still 
greater  reductions.     But  I'm  quite  certain  that  any  reductions  in 
the  medical  education  adjustment  greater  tham  those  recommended 
by  ProPAC  would  have  a  very  damaging  effect  on  some  institutions 
that  shouldn't  be  damaged. 

Second,  I  think  we  need  to  better  address  the  relationship 
between  physiciam  compensation  and  hospital  payment  in  Inner-city 
teaching  hospitals.      As  I  noted  earlier,  salaried  housestaff 
provide  the  physician  care  for  many  inner-clty  patients  that  In 
other  settings  would  be  provided  by  private  attending  physicians. 
While  the  relationship  between  Part  A  and  Part  B  costs  In 
teaching  hospitals  has  long  been  one  of  the  most  difficult  In  all 
of  Medicare,  I'm  not  sure  the  current  policies  fairly  compensate 
inner-clty  hospitals.    Moreover,  the  reductions  In  direct  medical 
education  payments  under  Part  A  fall  to  address  the  needs  of 
hospitals  which  have  had  to  meet  Increasing  patient  demand 
through  their  teaching  programs,  and  are  likely  to  have  a  very 
negative  effect  on  some  inner-city  hospitals  already  In  parlous 
financial  shape.     I  don't  have  a  simple  recommendation  for  you  on 
this  very  complex  Issue,  but  I  think  It's  one  that  needs  careful 
study  followed  by  Immediate  action. 

Similarly,  I  would  urge  you,  as  you  participate  In  what  Is 
now  likely  to  be  the  never-ending  saga  of  physician  payment 
reform,  to  give  careful  consideration  to  the  potential  effects  of 
physician  payment  policies  on  the  Inner  city.     One  of  the  Ironies 
of  health  care  in  metropolitan  areas  like  New  York  or  Los  Angeles 
is  that  Medicare  physician  fees  in  the  aggregate  have  tended  to 
be  quite  high,  because  of  the  prices  charged  by  physicians 
practicing  In  the  most  affluent  neighborhoods,  while  their 
counterparts  only  a  few  miles  away  have  more  Medicaid  than 
Medicare  patients,  and  far  lower  fee  schedules.     Given  the 
Importance  of  finding  mechanisms  to  attract  a  new  physician 
supply  into  Inner-clty  areas,  and  given  the  likelihood  that 
Medicaid  programs  will  follow  the  Medicare  physician  payment 
system,  at  least  by  treating  Medicare  fee  levels  as  a  cap, 
geographic  adjustments  at  the  level  of  the  metropolitan  area  or 
even  the  city  might  have  unintended  and  unanticipated  adverse 
consequences . 
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Fourth,   I  know  that  the  Congress  plans  to  revisit  the  Issue 
this  year  of  Medicare  payments  for  capital  costs,  and  I  would 
urge  you  to  keep  the  problems  of  Inner-clty  hospitals  very  much 
In  mind  as  you  do.  Given  their  poorer  operating  margins  and 
limited  access  to  conventional  debt  financing,  Inner-clty 
hospitals  are  likely  to  suffer  from  any  approach  that  treats  them 
the  same  as  other  hospitals;   the  data  suggest  that  a  case  could 
be  made  for  some  kind  of  "remedial"  asslstamce  or  adjustment  as 
part  of  any  capital  payment  policy.  In  this  regard,   I  would  also 
call  your  attention  to  the  severe  working  capital  problems  -  and 
consequent  high  expenses  for  working  capital  Interest  -  faced  by 
many  inner-clty  institutions.     I  think  a  case  could  be  made  for 
Medicare  recognition  of  some  of  this  cost  in  a  carefully-defined 
set  of  institutions. 

Finally,   I  know  that  some  of  your  colleagues  in  both  houses 
have  proposed  legislation  to  provide  "Impact  aid"  to  communities, 
and  the  health  care  institutions  within  them,  particularly 
affected  by  the  AIDS  epidemic,  and  while  I  strongly  applaud  and 
support  such  proposals,  I  think  the  logic  of  such  impact  aid 
could  be  extended  to  the  other  epidemics  facing  our  inner  cities. 
Many  of  the  costs  associated  with  these  problems  do  not  arise 
particularly  from  Medicare  beneficiaries,  but  Medicare 
beneficiaries  live  In  inner  cities,  need  emergency  rooms,  need 
adequate  nursing  care  on  inpatient  units,  and  depend  on  their 
local  hospitals  in  general  just  as  much  as  ether  residents  of 
those  neighborhoods  -  depend  on  them  more,  indeed,  when  the 
greater  need  for  hospital  care  by  Medicare  beneficiaries  is  taken 
Into  account.     In  order  for  Medicare  beneficiaries  residing  In 
this  nation's  inner  cities  to  continue  to  have  access  to  high 
quality  hospital  services,  the  hospitals  in  those  communities 
must  survive. 

I  am,  again,  grateful  for  the  opportunity  to  appear  before 
you  today,  and  I'd  be  happy  to  respond  to  any  questions  you  might 
have. 
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Mr.  Donnelly  [presiding].  Thank  you,  Mr.  Vladeck. 
Dr.  Mongan. 

STATEMENT  OF  JAMES  J.  MONGAN,  M.D.,  EXECUTIVE  DIRECTOR, 
TRUMAN  MEDICAL  CENTER,  AND  DEAN,  UNIVERSITY  OF  MIS- 
SOURI MEDICAL  SCHOOL  IN  KANSAS  CITY 

Dr.  Mongan.  Mr.  Chairman,  I  am  Dr.  Jim  Mongan,  and  I  am  di- 
rector of  Truman  Medical  Center,  which  is  the  pubHc  hospital  in 
Kansas  City,  Mo.,  I  also  serve  as  dean  of  the  University  of  Missou- 
ri's Medical  School  in  Kansas  City. 

I  am  here  today  for  a  very  specific  reason.  Lots  of  people  in  this 
country  think  that  the  problems  of  public  hospitals  are  issues  for 
New  York  or  Los  Angeles,  but  are  not  something  that  the  rest  of 
America  needs  to  worry  about.  Well,  to  a  degree,  Kansas  City  is 
the  rest  of  America,  and  I  am  really  here  to  tell  you  that  these  are 
problems  that  we  all  have  to  worry  about. 

In  order  to  illustrate  that,  what  I  would  like  to  do  is  focus  on 
Kansas  City,  tell  you  a  little  bit  about  our  problems,  tell  you  about 
our  local  support,  and  tell  you  about  our  very  fragile  future. 

First,  our  problems.  Indigent  care  leads  the  list.  Almost  half  our 
patients  have  no  coverage  under  either  public  or  private  programs. 
We  live  every  day  with  the  consequences  of  this  country's  failure  to 
have  a  national  health  program.  Without  a  national  health  pro- 
gram, we  are  what  is  left,  we  are  in  trouble,  and  we  need  your  sup- 
port. 

The  area  of  our  hospital  which  most  vividly  demonstrates  our 
problems  is  the  emergency  room.  What  is  going  on  in  our  emergen- 
cy room?  Well,  it  may  not  be  as  dramatic  as  New  York  but,  in  a 
recent  study  in  our  facility  over  a  quarter  of  the  patients  had  to 
wait  over  8  hours  to  be  admitted  to  a  bed.  During  that  same  period, 
our  emergency  room,  which  is  supposed  to  be  the  Level  One 
Trauma  Center  was  closed  to  trauma  32  percent  of  the  time  due  to 
understaffing  and  inability  to  keep  beds  open. 

Faced  with  leaner  budgets,  lower  salaries,  and  tougher  work- 
loads, we  are  the  first  of  the  hospitals  to  face  staffing  shortages. 
We  have  shortages  of  medical  technologists,  social  workers,  nurses. 
Again,  our  vacancy  rate  of  nurses  stands  at  17  percent.  And  what 
that  means  to  me  is  we  scramble  every  afternoon  to  beg  people  to 
work  overtime  and  to  bring  in  expensive  agency  nurses  so  we  can 
keep  desperately  needed  beds  open. 

You  have  heard  about  AIDS  and  crack.  Well,  those  are  not  prob- 
lems for  New  York  and  Los  Angeles  either.  We  follow  over  200 
AIDS  patients  in  our  facility.  In  a  recent  study,  we  found  that  15 
percent  of  the  babies  born  at  our  facility  tested  positive  for  cocaine 
15  percent.  I  know  you  all  hear  a  lot  of  numbers  in  your  business, 
but  think  about  that  for  a  moment.  Almost  one  out  of  six  of  the 
babies  born  at  a  public  hospital  in  the  middle  of  the  country  tested 
positive  for  cocaine. 

Well,  let  me  say  a  word  about  local  support. 

A  year  ago,  our  facility  was  technically  insolvent.  Bankrupt  is 
the  other  term.  Years  of  increasing  indigent  care  exceeded  the 
city's  ability  to  keep  up.  And  in  spite  of  remarkable  efforts  at  con- 
taining costs,  we  were  going  under.  Liabilities  exceeded  our  assets. 
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Well,  we  went  to  the  voters,  and  in  this  era  of  read  my  lips,  the 
voters  of  Kansas  City,  when  faced  with  a  clear  opportunity  to  sup- 
port the  public  hospital,  came  through  and  passed  a  tax  increase  by 
a  2  to  one  margin.  This  resulted  in  $5  million  for  our  facility  and 
moved  us  away  from  bankruptcy.  But,  without  a  national  solution 
to  this  indigent  care  problem,  we  will  be  back  in  trouble  in  another 
few  years.  The  local  tax  base  cannot  keep  pace  with  the  cost  of  in- 
digent care. 

What  about  the  future  then?  In  a  real  sense,  and  I  mean  this, 
the  future  is  in  your  hands.  In  fact,  without  this  committee's  past 
help,  our  hospital  would  not  have  survived  until  now.  The  dispro- 
portionate share  adjustment  and  the  indirect  medical  education 
payments  have  been  vital  to  our  survival.  They  may  sound  like  ab- 
stract concepts  in  this  hearing  room,  but  together  they  bring  $4.5 
million  to  our  facility.  If  they  were  repealed,  it  would  undo  in  one 
stroke  all  of  the  good  that  the  voters  in  Kansas  City  did  last  year. 

I  conclude  with  a  request  and  a  caution.  My  request  is  that  you 
not  only  protect  but  you  also  expand  upon  the  disproportionate 
share  payments.  They  represent  the  most  efficient  and  the  most 
targeted  approach  that  is  at  your  disposal  to  bring  needed  aid  to 
our  facilities  so  that  we  can  continue  to  serve  your  beneficiaries. 

My  caution  would  be  to  be  skeptical  of  what  I  call  government  by 
regression  analysis.  There  are  those  who  bring  you  computer  anal- 
yses which  claim  to  show  comparisons  of  Medicare  payments  to 
narrow  definitions  of  Medicare  costs.  But  what  these  regression 
analyses  fail  completely  to  take  into  account  is  what  the  members 
of  this  committee  know  from  walking  their  own  districts,  and  that 
is  the  vital  role  of  America's  public  hospitals  in  providing  access  to 
the  most  vulnerable  and  the  most  dependent  of  your  beneficiaries. 

If  we  were  not  there,  they  would  be  in  trouble.  So  your  support 
for  the  continuation  and  expansion  of  disproportionate  share  pay- 
ments is  critical  to  our  mission  of  serving  your  beneficiaries. 

We  thank  you  very  much  for  your  past  help  and  we  ask  your 
continued  support.  Thank  you. 

[The  statement  of  Dr.  Mongan  follows:] 
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STATEMENT  OF  JAMES  J.  MONCAN,  M.D. 
EXECUTIVE  DIRECTOR,  TRUMAN  MEDICAL  CENTER 
DEAN,  UNIVERSITY  OF  MISSOURI-KANSAS  CITY 
KANSAS  CITY,  MISSOURI 


PRESENTED  TO  THE 
SUBCOMMITTEE  ON  HEALTH 
WAYS  AND  MEANS  COMMITTEE 
April  ^,  1990 


Mr.  Chairman,  I'm  Dr.  Jim  Mongan,  the  Director  of  Truman  Medical  Center,  Kansas  City's 
Public  Hospital.  I  also  serve  as  Dean  of  the  University  of  Missouri's  Medical  School  in 
Kansas  City.  I'm  here  for  a  reason  today  -  many  Americans  think  that  the  problems  of 
Public  Hospitals  are  issues  for  New  York  or  Los  Angeles,  but  are  not  something  the  rest 
of  America  needs  to  worry  about.  Well,  Kansas  Cityjs^the  rest  of  America  and  believe 
me  these  are  problems  we  jl^have  to  worry  about. 

In  order  to  illustrate  the  national  scope  of  the  Public  Hospital  problem  I'll  focus  on  Kansas 
City,  and  tell  you  of  our  problems,  our  local  support,  and  our  fragile  future. 

First,  our  problems: 

Indigent  care  -  Almost  half  of  our  patients  have  no  coverage  under  public  or  private  programs. 
We  live  everyday  with  the  consequences  of  this  country's  failure  to  provide  a  national 
health  program.  Absent  a  national  health  program,  we're  what's  left,  and  we're  in  trouble, 
and  we  need  your  help. 

Trauma  care  -  The  area  of  our  hospital  which  most  vividly  demonstrates  our  problems 
is  the  Emergency  room.  What's  happening  in  our  Emergency  Room?  Well,  it  may  not 
be  as  dramatic  as  New  York  City,  but  in  a  recent  study  in  our  facility  2  5  96  of  the  patients 
admitted  through  our  Emergency  Room  had  to  wait  over  8  hours  for  a  bed.  And  during 
that  same  period,  our  Emergency  Room  was  closed  to  trauma  3  2  96  of  the  time. 

Staffing  shortages  -  Faced  with  leaner  budgets,  lower  salaries,  and  tougher  work-loads. 
Public  Hospitals  are  the  first  to  face  staffing  shortages.  We  face  shortages  of  medical 
technologists,  social  workers,  and  most  particularly,  nurses.  Our  vacancy  rate  for  nursing 
positions  stands  at  1796  and  we  scramble  daily  to  ask  nurses  to  work  overtime  and  to  bring 
in  expensive  agency  help  in  order  to  keep  desperately  needed  beds  open. 

AIDS  and  Crack  -  AIDS  and  Crack  are  not  problems  for  New  York  and  Los  Angeles  alone. 
We  follow  over  200  AIDS  patients  and  in  a  recent  study  we  found  that  1596  of  babies  born 
at  our  facility  tested  positive  for  cocaine.  Fifteen  percent!  I  know  you  all  hear  a  lot 
of  numbers,  but  think  of  that.  In  the  middle  of  the  nation  almost  one  out  of  six  of  the 
babies  born  at  the  public  hospital  tested  positive  for  cocaine. 

A  word  about  local  support.  A  year  ago  our  facility  was  technically  insolvent.  Years 
of  increasing  indigent  care,  exceeded  the  City's  ability  to  increase  our  support,  and  in 
spite  of  remarkable  efforts  at  containing  costs,  we  were  going  under.  Liabilities  exceeded 
assets.  The  end  was  in  sight.  We  went  to  the  voters,  and  in  this  era  of  "read  my  lips" 
the  voters  of  Kansas  City,  faced  with  a  clear  opportunity  to  support  the  public  hospital, 
passed  a  tax  increase  by  a  2  to  1  margin!  This  resulted  in  5  million  dollars  for  our  facility. 
This  has  moved  us  away  from  bankruptcy,  but  without  a  national  solution  to  the  indigent 
care  problem  we  will  be  back  in  trouble  in  another  few  years.  The  local  tax  base  cannot 
keep  pace  with  the  costs  of  indigent  care. 

What  about  the  future?  In  a  real  sense  the  future  is  in  your  hands.  Without  this  committee's 
past  help,  our  facility  would  not  have  survived  until  now.  The  disporportionate  share  adjustment 
and  indirect  Medical  Education  payments  have  been  vital  to  our  survival.  Together  they 
bring  four  and  a  half  million  dollars  to  us.  Were  they  repealed,  it  would  undo  in  one  stroke, 
all  the  the  good  done  by  the  voters  in  Kansas  City  last  year. 

I  would  conclude  with  a  request  and  a  caution.  My  request  is  that  you  not  only  protect, 
but  also  expand  upon  the  disproportionate  share  payments.  They  represent  the  most  efficient, 
most  targeted  means  at  your  disposal  to  bring  needed  aid  to  our  facilities  so  that  we  can 
continue  to  serve  your  beneficiaries. 

My  caution  is  to  be  skeptical  of  "government  by  regression  analysis".  There  are  those 
who  bring  you  computer  analyses  which  claim  to  show  comparisons  of  Medicare  payment 
to  narrowly  defined  Medicare  costs.  What  those  regression  analyses  fail  completely  to 
address,  and  what  members  of  this  committee  know  from  walking  their  own  districts, 
is  the  vital  role  of  America's  Public  Hospital  in  providing  access  to  the  most  vulnerable 
and  dependent  of  your  beneficiaries.   Your  support  for  the  continuation  and  expansion 
of  Disporportionate  share  payments,  is  critical  to  our  mission  of  serving  your  beneficiaries. 
We  thank  you  -  and  we  ask  your  continued  support. 
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SUPPLEMENTAL  WRITTEN 
STATEMENT 


Mr.  Chairman,  Members  of  the  Committee,  I  am  Dr.  Jim  Mongan,  Executive  Director 
of  Truman  Medical  Center  and  Dean  of  the  School  of  Medicine  at  the  University  of  Missouri 
in  Kansas  City.  Truman  Medical  Center  is  a  not  for  profit  system  operating  the  two  public 
hospitals  in  Kansas  City,  Missouri.  Truman  Medical  Center  is  also  an  active  member  of 
the  National  Association  of  Public  Hospitals  (NAPH).  The  NAPH  consists  of  approximately 
90  public  and  not-for-profit  hospitals,  like  Truman  Medical  Center,  that  serve  as  major 
referral  centers,  teaching  hospitals,  and  hospitals  of  last  resort— "safety  net  hospitals"- 
for  the  poor  in  most  of  our  nation's  largest  metropolitan  areas. 

I  am  pleased  to  have  this  opportunity  to  express  our  concerns  with  the  problems  of  maintaining 
these  essential  institutions  and  addressing  the  problems  of  access  to  care  for  our  37  million 
uninsured  Americans.  The  recent  efforts  of  this  Committee  to  maintain  this  critical  safety 
net  of  hospitals  through  increases  in  the  Disproportionate  Share  Hospital  Adjustment  have 
been  most  helpful.  This  important  adjustment  when  coupled  with  changes  in  Missouri 
Medicaid  that  were  mandated  by  the  Congress,  and  the  support  of  the  local  voters  in  approving 
an  increase  in  the  property  tax  levy  to  support  health  has  provided  funds  necessary  to 
move  Truman  Medical  Center  from  a  position  of  insolvency  to  one  where  we  can  at  least 
pay  our  vendors.  It  took  the  coordinated  efforts  of  federal,  state  and  local  governments 
to  maintain  Truman  as  a  viable  facility.  Without  this  effort,  there  would  have  been  a 
significant  hole  in  the  safety  net  for  the  poor  of  Kansas  City. 

In  the  rest  of  my  testimony,  I  will  provide  detailed  discussions  of  some  of  the  key  factors 
that  led  to  our  crises  at  Truman  and  also  discuss  how  these  issues  apply  to  other  urban 
public  hospitals.  The  issues  to  be  discussed  are  the  payer  sources  and  margins  of  these 
facilities,  the  volume  of  services  we  provide,  the  shortages  of  professional  staff  and  hospital 
overcrowding  and  its  impact  on  Trauma,  AIDS  and  drug/substance  abuse  on  the  patients 
we  treat. 

"  Payer  Sources  and  Margins  of  Urban  Public  Hospitals 

Much  concern  has  been  raised  about  hospital  operating  margins  under  PPS. 
There  is  no  doubt  that  hospitals'  operating  margins  have  been  declining  as 
budgetary  issues  have  driven  Medicare  funding  levels.  As  a  group,  the  urban 
public  hospital  have  negatiave  operating  margins  with  greater  frequency 
than  other  hospitals.  In  fact,  studies  by  the  NAPH  indicate  that  without 
direct  state  and  local  subsidies,  the  deficits  in  their  member  hospitals  would 
average  thirty  percent  (30%).  Even  after  these  direct  subsidies  are  taken 
into  account,  most  safety  net  hospitals  still  experience  operating  deficits 
averaging  nearly  796.  From  my  perspective  at  Truman  Medical  Center, 
our  operating  deficit  for  the  past  two  fiscal  years  has  increased  from  6.256 
in  FY  1987-1988  to  756  in  FY  1988-1989. 

In  assessing  operating  margins  (or  deficits)  one  can  always  say  that  improvements 
in  efficiency  can  improve  margins.  However,  when  more  than  half  of  your 
patients  do  not  have  any  source  of  payment  supporting  their  care,  finding 
a  way  to  improve  efficiency  by  this  magnitude  is  impossible.  At  Truman 
Medical  Center,  H56  of  our  patients  have  Medicare,  2356  have  Medicaid 
and  956  have  private  insurance.  The  remaining  5156  are  unsponsored  at  the 
present  time.  By  working  with  the  state,  our  staff  is  able  to  get  some  of 
these  patients  covered  by  Medicaid,  but  a  large  percentage  remain  unsponsored. 
A  1987  study  by  NAPH  showed  their  member  hospitals  to  average  1696  Medicare, 
3896  Medicaid,  1896  private  insurance  and  2756  self  pay/no  pay  or  unsponsored. 

°  Volume  of  Services 

The  urban  public  hospitals  provide  significant  volumes  of  services  to  Americans 
despite  their  small  number  of  hospitals.  In  1988,  the  90  NAPH  hospital  averaged 
18,671  admissions  compared  to  other  short  term  acute  care  hospitals  in 
the  same  metropolitan  area  averaging  only  7,038  -  over  two  and  one-half 
times  as  many.  The  figures  are  even  more  divergent  when  we  look  at  outpatient 
services.  In  1988,  NAPH  hospitals  averaged  300,000  visits  compared  to 
60,000  visit  for  other  urban  hospitals  -  five  times  greater  volume. 
Another  striking  difference  between  NAPH  members  and  other  community 
hospitals  is  illustrated  by  occupancy  rates.  The  American  Hospital  Association 
reports  that  occupancy  rates  for  community  hospitals  averaged  sixty-six 
percent  (6696)  in  1988.  NAPH  reports  that  their  members  averaged  eighty- 
one  percent  (8196)  in  1988.  For  our  fiscal  year  1988-1989,  we  at  Truman 
showed  19,676  admissions,  31  1,582  outpatient  visits,  and  an  occupancy  rate 
of  ninety  percent  (9096)  for  our  two  facilities. 
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Shortages  of  professional  staff 

In  recent  months,  the  continuing  shortage  of  Registered  Nurses  (RN)  has 
seriously  hampered  our  ability  to  serve  patients  who  require  hospitalization. 
This  shortage  has  resulted  in  a  closure  of  more  than  twenty  beds  while  our 
occupancy  has  been  at  a  9256  or  better  level.  As  of  January,  1990,  we  at 
Truman  had  73  vacant  RN  positions  representing  a  33.85$  vacancy  percentage. 
Approximately  one  half  of  these  positions  are  filled  by  use  of  parttime, 
as  available,  nurses  leaving  us  a  "truly  vacant"  rate  of  almost  1796.  In  order 
to  staff  the  units  we  still  have  open  we  have  had  to  utilize  a  great  deal  of 
overtime  and  agency  nurses  at  considerable  cost  to  the  institutions. 

This  situation  is  not  unique  to  Truman  Medical  Center.  Charity  Hospital 
in  New  Orleans  has  closed  beds,  downsized  its  operations  and  held  admitted 
patients  in  the  Emergency  Department  due  to  a  2  5  56  hospital  wide  RN  vacancy 
rate  coupled  with  a  6056  turnover  rate  for  the  RNs  they  do  hire.  The  Los 
Angeles  County  System  is  confronting  similar  situations,  reporting  a  2056 
system  wide  vacancy  rate.  At  Parkland  Medical  Center  in  Dallas,  Texas 
and  at  Cook  County  Hospital  in  Chicago,  Illinois,  the  problem  is  less  severe 
but  they  still  run  vacancy  rates  of        and  956  with  severe  shortage  in  some 
areas. 

The  shortages  I  have  been  discussing  are  only  for  Registered  Nurses.  Similar 
or  even  higher  rates  exist  for  other  professionals  such  as  pharmacists,  laboratory 
technicians,  respiratory  therapists,  radiology  technicians,  physical  and  occupational 
therapists  and  others.  These  shortages  exist  across  the  broad  spectrum 
of  hospitals  but  are  more  acute  in  the  urban  public  hospitals. 

Hospital  Overcrowding  and  its  impact  on  Trauma 

Problems  of  overcrov/ding  exist  in  ^]  states  according  to  a  recent  report 
by  the  American  College  of  Emergency  Physicians.  For  example,  in  New 
York  City,  most  of  the  City's  65  hospitals  have  10  to  15  patients  waiting 
in  the  Emergency  Departments  for  admission  at  all  times.  On  the  other 
coast,  UCLA-Harbor  Medical  Center  usually  has  10  beds  in  the  emergency 
department  occupied  with  patients  waiting  for  admission,  about  half  of  whom 
are  waiting  for  ICU  beds.  According  to  the  study,  "Many  of  the  United  States' 
and  Canada's  major  urban  centers  report  over-crowding  frequently,  most 
pronounced  at  the  publicly  funded  municipal  or  county  hospitals".  The  factors 
contributing  to  over-crowding  identified  in  the  study  and  also  present  at 
Truman  Medical  Center  are: 

°      A  shortage  of  nurses  and  other  healthcare  professionals 

°      Increased  utilization  of  Emergency  Department  for  hospital  admission 

°      High  inpatient  average  daily  census  based  on  staffed  beds 

°      Increased  number  of  poor  and/or  uninsured  patients 

°      Hospital  bed  reductions  (ties  to  staffing  problems) 

°  AIDS 

°      Drug  Abuse 

A  recent  study  of  the  Truman  Medical  Center  Emergency  Department  showed 
that  2  5  56  of  the  patients  admitted  through  the  ED  had  waits  in  excess  of 
8  hours  for  a  bed.  Ten  percent  of  these  patients  had  to  wait  more  than  16 
hours  for  a  bed.  In  addition,  the  hospital  transferred  8  patients  to  other 
facilities  for  admission. 

During  the  time  frame  of  this  study,  our  Emergency  Department  records 

indicate  that  we  were  on  "trauma  bypass"  3  2  96  of  the  time  due  to  a  lack 

of  critical  care  beds  or  a  high  workload  in  surgery.  "Traurtia  by-pass"  means 

that  we  request  the  ambulance  services  to  not  bring  trauma  patients  to 

our  facility.  Since  we  are  one  of  two  Level  I  Trauma  Centers  in  Kansas 

City,  Missouri,  this  does  not  create  a  problem  as  long  as  the  other  facility 

has  capacity.  However,  this  is  not  the  case.  Frequently,  both  Level  I  facilities 

and  for  that  matter,  the  Level  II  facilities,  are  busy  at  the  same  time.  Arrangements 

have  been  made  to  provide  emergency  medical  back  up  within  the  Emergency 

Department  in  order  to  avoid  a  patient  being  denied  care  due  to  back  logs 

in  the  availablity  of  facilities  because  of  the  constraints  indicated  earlier. 
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°     Public  Health  Issues  Impacting  Urban  Hospitals 
°  AIDS 

The  problems  surrounding  the  AIDS  epidemic  have  been  well  documented 
over  the  past  decade.  It  is  however  important  to  indicate  the  major 
role  played  by  the  member  institutions  of  the  NAPH.  According 
to  an  NAPH  study  of  the  financing  and  care  of  AIDS  patients  in 
U.S.  hospitals,  responding  NAPH  member  hospitals  treated  5596 
of  the  AIDS  patients  included  in  the  survey,  but  represented  fewer 
than  2596  of  the  beds.  This  problem  is  growing.  In  1985,  NAPH 
members  treated  an  average  of  61  AIDS  inpatients;  by  1988,  that 
average  was  up  to  134  inpatients.  Just  58  NAPH  members  hospitals 
treated  almost  7,800  inpatients  in  1988. 

The  problem  for  the  urban  public  hospital  is  exacerbated  by  the 
payer  mix  of  these  AIDS  patients.  While  Medicare  covers  only  a 
small  fraction.. .about  one  percent  of  these  patients,  almost  6296 
are  covered  by  Medicaid  and  only  896  are  covered  by  Private  Insurance. 
The  remaining  2  9  96  are  self  pay/no  pay  or  uninsured  patients. 

We  at  Truman  Medical  Center  had  145  admissions  of  AIDS  patients 
in  1988.  These  admissions  resulted  in  1,554  patient  days  of  care. 
At  the  same  time  we  recorded  1,212  outpatient  visits  for  people 
with  AIDS.  Since  the  Missouri  Medicaid  program  is  less  generous 
than  other  states,  we  see  a  higher  volume  of  self  pay/no  pay  patients 
than  that  experienced  in  other  areas.  As  a  result,  our  cost  (not 
charges)  for  providing  these  services  are  $1,055,000  of  which  only 
$565,000  is  covered  by  payments  resulting  in  an  unrecovered  cost 
of  $490,000. 

**    Substance  Abuse 

A  second  major  public  health  problem  confronting  the  urban  public 
hospitals  is  the  drug  problem.  While  this  problem  manifests  itself 
to  hospitals  in  increased  trauma,  as  a  result  of  criminal  activity 
and  increased  mental  health  needs,  a  significant  problem  is  rapidly 
developing  with  the  babies  of  cocaine  addicted  mothers.  A  recently 
completed  anonymous  study  of  births  at  Truman  Medical  Center 
showed  that  approximately  fifteen  percent  (1596)  of  all  new  borns 
tested  positive  for  cocaine.  For  this  test  to  indicate  the  presence 
of  cocaine  ,  the  mother  must  have  utilized  "crack"  cocaine  with 
the  72  hour  period  prior  to  delivery. 

The  information  on  the  magnitude  of  this  problem  nationally  is  very 
limited.  A  recent  study  of  26  NAPH  member  hospitals  identified 
2,693  infants  exposed  to  cocaine  during  1988.  This  represents  an 
average  of  104  per  institution.  During  the  first  half  of  1989,  the 
annualized  average  increased  to  122  per  institution.  It  must  be 
noted  that  very  few  institutions  have  universal  testing,  so  in  most 
cases  the  infants  identified  are  done  so  by  self  reporting  by  the 
mother  or  by  testing  as  a  result  of  infant  characteristics  and  suspected 
drug  use. 

The  previously  indicated  study  at  Truman  was  conducted  in  early 

1990  and  when  projected  to  our  annual  level  of  births  would  indicate 

an  average  of  450  births  of  cocaine  affected  infants  just  at  our  facility, 

a  significant  increase  from  our  1988  levels  that  were  identified. 

Studies  of  cocaine  use  during  pregnancy  have  shown  increased  prematurity, 

lower  birth  weights,  increased  jitteriness  and,  over  time,  learning 

disabilities  in  these  infants. 

The  cost  of  providing  medical  services  at  Truman  is  projected  to 
be  $1.5  million  with  only  $680,000  being  recovered  from  third  party 
payers.  One  study  put  the  cost  to  society  of  caring  for  a  cocaine 
addicted  infant  at  $2,000,000.  A  major  problem  reported  in  cities 
like  New  York  City  is  the  abandonment  of  these  infants  while  they 
are  still  hospitalized.  This  situation  has  also  occurred  with  AIDS 
babies  resulting  in  "boarder  babies".  These  infants  are  hard  to  place 
in  foster  homes  and  many  times  end  up  spending  two  or  more  years 
residing  in  the  hospital. 
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The  problems  I  have  discussed  today  are  not  unique  to  the  urban  public  hospital  but  the 
sheer  volume  of  activity  in  these  institutions  places  a  heavier  burden  upon  them.  The 
fragile  nature  of  their  funding,  the  shortages  of  personnel  and  the  increasing  numbers 
of  uninsured  people  within  our  society  put  them  at  severe  risk.  These  facilities  are  truly 
the  safety  net  for  those  citizens  who  are  poor  and  unfortunate  enough  to  not  qualify  for 
the  welfare  programs.  They  also  serve  large  numbers  of  the  working  poor  who  do  not 
have  employer  based  health  insurance  but  are  productive  hard  working  members  of  society. 

In  your  deliberations  this  year,  you  will  look  at  many  proposals  to  improve  access,  provide 
services  and  to  reduce  governmental  funding. 

I  support  your  efforts,  Mr.  Chairman,  with  the  bill  to  create  a  national  indigent  care  trust 
fund  which  would  provide  desperately  needed  funds  to  urban  safety  net  hospitals.  We 
are  encouraged  by  discussions  concerning  efforts  to  assist  urban  public  and  other  safety 
net  hospitals  to  gain  access  to  capital  to  replace  badly  deteriorating  facilities  and  by 
discussions  concerning  the  development  of  nationwide  urban  trauma  networks. 

While  Medicaid  is  the  purview  of  another  Committee,  we  would  encourage  you  to  support 
efforts  to  expand  coverages  for  pregnant  women  and  children  and  to  clarify  the  present 
requirement  that  states  must  recognize  the  needs  of  hospitals  serving  a  disproportionate 
share  of  the  poor.  This  latter,  perhaps,  should  take  the  lead  of  this  Committee  by  requiring 
an  adjustment  equal  to  the  Medicare  disproportionate  share  rate. 

I  would  conclude  with  a  request  and  a  caution.  My  request  is  that  you  not  only  protect, 
but  also  expand  upon  the  disproportionate  share  payments.  They  represent  the  most  efficient, 
most  targeted  means  at  your  disposal  to  bring  needed  aid  to  our  facilities  so  that  we  can 
continue  to  serve  your  beneficiaries. 

My  caution  is  to  be  skeptical  of  "government  by  regression  analysis".  There  are  those 
who  bring  you  computer  analyses  which  claim  to  show  comparisons  of  Medicare  payment 
to  narrowly  defined  Medicare  costs.  What  those  regression  analyses  fail  completely  to 
address,  and  what  members  of  this  committee  know  from  walking  their  own  districts, 
is  the  vital  role  of  America's  Public  Hospital  in  providing  access  to  the  most  vulnerable 
and  dependent  of  your  beneficiaries.  Your  support  for  the  continuation  and  expansion 
of  Disproportionate  share  payments,  is  critical  to  our  mission  of  serving  your  beneficiaries. 
We  thank  you  -  and  we  ask  your  continued  support. 
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Chairman  Stark.  Thank  you  both. 
Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  I  would  be  interested  in  knowing  your  assessment 
of  the  role  of  regulation  in  the  State  of  New  York.  Please  explain 
the  situation  that  exists  today,  and  what  role  you  see  that  should 
be  played  by  the  State  of  New  York  in  dealing  with  this  situation. 

Mr.  Vladeck.  That  is  a  very  interesting  but  complicated  ques- 
tion. I  think  hospital  costs  in  New  York  State  on  a  per  discharge 
basis,  have  gone  up  about  a  third  less  quickly  than  those  in  the 
Nation  as  a  whole  in  the  last  decade,  which  was  the  period  of  the 
most  severe  rate  regulation,  of  the  most  systematic  rate  regulation 
of  the  hospitals  in  the  Nation. 

Yet,  if  you  look  at  the  losses  that  are  being  experienced  by  the 
hospitals  in  New  York  City,  about  two-thirds  of  them,  we  think, 
are  attributable  to  outpatient  services,  which  is  to  say  that  the 
margins  on  non-Medicare  inpatient  business  in  New  York  City  hos- 
pitals are  probably  negative  but  not  to  a  dramatic  extent,  and  are 
not  the  major  cause,  I  do  not  believe,  of  the  hospitals'  financial 
crisis. 

We  are  very  proud  of  having,  since  1983,  State  bad  debt  and 
charity  pool  subsidies  that  were  the  quid  pro  quo  for  the  regulatory 
process,  in  the  sense  of  being  part  of  the  system  under  which  reve- 
nues were  controlled. 

But,  at  the  moment,  in  the  average  hospital  in  New  York  City, 
those  pools  are  covering  less  than  30  percent  of  the  bad  debt  and 
charity  care  being  provided  by  the  hospitals,  which  is  a  function  of 
the  differential  in  the  growth  rate  between  the  cost  of  caring  for 
the  uninsured  and  total  hospital  revenues  over  the  period.  In  other 
words,  uncompensated  care  has  been  growing  three  times  as  fast  as 
total  revenue,  and  that  is  very  much  connected  to  the  hospitals  fi- 
nancial problems. 

Clearly,  over  time,  constraints  on  capacity  have  to  be  thought  of, 
to  shift  the  discussion  of  regulation  to  the  capital  regulation  side. 
Obviously  there  is  a  connection  with  a  system  that  is  too  small  now 
for  the  demand  it  is  facing. 

On  the  other  hand,  hindsight  is  20/20,  and  if  there  is  anyone  in 
the  United  States  who  anticipated  the  AIDS  epidemic,  which  now 
accounts  for  7  percent  of  our  inpatient  bed  use  on  an  average  day 
in  New  York  City,  I  would  like  to  meet  him. 

The  other  issue  is  that  we  have — in  a  city  where  average  occu- 
pancy rates  are  running  in  the  90  percents  and  we  have  these 
emergency  room  backups — we  have  probably  1,000  beds  that  are 
physically  available  to  go  into  service  that  are  not  being  used  now 
because  they  cannot  be  staffed. 

And  our  nursing  shortage  appears  to  be  on  average  just  about  as 
severe  as  it  is  everywhere  else  in  the  country. 

So,  it  has  not  helped.  Clearly,  the  regulatory  process  like  the 
ocean  liner,  did  not  turn  very  quickly  in  1985-86  when  we  began  to 
project  what  AIDS  and  crack  were  going  to  do  to  the  hospitals.  It 
took  the  regulators  a  long  time  to  shift  course,  and  they  have  not 
really  fully  done  so  yet. 

And  it  is  also  true  that  when  you  have  the  same  folks  setting 
hospital  rates  and  doing  capital  regulation  and  running  a  Medicaid 
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program,  and  the  State  has  got  a  $1V2  bilHon  budget  deficit,  the 
regulatory  process  produces  some  interesting  twists  and  turns  in 
that  regard  as  well. 

We  would  be  in  a  mess  without  it.  It  would  probably  just  be  in  a 
somewhat  different  form  I  guess  that  is  my  short  answer. 

Chairman  Stark.  Mr.  Pickle. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Dr.  Mongan,  I  think  we  need  to  give  further  consideration  to 
what  we  do  about  this  disproportionate  share  formula.  And  you  say 
that  we  ought  to  not  discontinue  it,  we  ought  to  expand  it. 

What  do  you  mean  by  expanding?  How  would  you  expand  it? 

Dr.  Mongan.  I  would  expand  it  basically  by  increasing  the  dis- 
proportionate share  payments,  particularly  at  the  highest  end  of 
the  range.  And  for  this  so-called  Pickle  hospital.  In  other  words, 
you  have  a  number  of  disproportionate  share  hospitals.  You  have 
got  a  subset  of  them  that  are  the  most  disproportionate  share  hos- 
pitals, and  everybody  knows  which  hospitals  those  are.  They  are 
D.C.  General  that  one  of  your  members  went  to.  There  is  our  hospi- 
tal. There  is  Denver  General,  there  is  San  Francisco  County.  Those 
facilities  are  carrying  the  bulk  of  the  burden.  And  I  would  suggest, 
after  first  thanking  you  for  all  the  help  in  the  past,  I  would  suggest 
that  additional  funding  for  those  facilities  would  be  more  than  jus- 
tified and,  in  fact,  would  be  critical  to  keeping  access,  as  I  say,  for 
the  most  vulnerable  of  your  beneficiaries. 

Because  the  people  we  serve  do  not  have  many  choices. 

Mr.  Pickle.  Do  we  need  to  redefine  the  approach  we  take,  rede- 
fine the  formula  base? 

Dr.  Mongan.  I  do  not  think  that  I  would  recommend  that  you  go 
back  and  redo  and  redefine  the  disproportionate  share  formula.  I 
spent  the  first  3  or  4  years  on  ProPAC  as  people  worked  that 
through,  and  I  think  it  is  a  pretty  good  formula. 

I  think  there  are  two  reasons  I  would  not  go  back  and  directly 
fool  with  that  formula.  The  first  of  those  is  the  formula  does  allow 
you  some  leeway,  as  I  say,  particularly  if  you  focus  payments  at 
the  high  end  and  on  the  Pickle  hospitals  to  make  certain  that  you 
are  dealing  with  the  facilities  you  want  to  deal  with. 

The  second  thing  that  would  hold  me  back  from  fooling  with  the 
formula  is  just  the  political  problem  that  you  gentlemen  deal  with 
all  the  time.  I  hate  to  see  the  best  become  the  enemy  of  the  good. 
And  I  am  always  concerned  about  reopening  formulas  and  coming 
up  with  something  that  pulls  down  the  whole  structure. 

I  would  stick  with  the  current  formula,  I  would  look  at  the  high 
end  of  it,  and  I  would  concentrate  resources. 

Mr.  Pickle.  All  right.  Thank  you.  Dr.  Mongan. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Chandler. 

Mr.  Chandler.  Dr.  Mongan,  I  would  be  interested  to  know  how 
wide  a  geographic  area  does  your  hospital  serve? 

Dr.  Mongan.  We  fundamentally  serve  Kansas  City  and  Jackson 
County.  I  cannot  give  you  square  miles.  It  is  a  fairly  large  metro- 
politan area.  But  we  basically  serve  the  metropolitan  area. 

We  do  have  some  roughly  7  percent  of  our  patients  who  come 
from  outside  that  metropolitan  area.  About  half  of  them  come 
through  the  regional  trauma  network  and  have  reimbursement  as- 
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sociated  with  them.  So  we  have  about  3  percent  of  our  patients 
from  out  of  area. 

Technically,  we  do  not  subsidize  them.  So  we  bill  them.  The  one 
change  in  that  picture  in  recent  years  is  we  have  seen  some  in- 
creasing inflow,  particularly  of  obstetrics  patients  as  the  malprac- 
tice crises  has  forced  some  rural  obstetrical  practitioners  out  of  the 
business. 

Mr.  Chandler.  That  was  the  focus  of  my  attention  because,  in 
the  State  of  Washington,  we  have  seen  that  case  develop  too  where 
a  large  inner-city  hospital,  like  the  one  you  are  operating,  will  ac- 
tually— I  do  not  like  to  use  the  word  ''competitor,"  because  I  do  not 
think  we  view  it  in  that  light — but  you  actually  become  part  of  the 
problem  for  the  rural  hospital. 

Do  you  have  a  helicopter  or  some  other  form  of  transportation 
which  can  quickly  move  a  trauma  case  from  a  distance  to  your  hos- 
pital? 

Dr.  MoNGAN.  We  ourselves  do  not  own  the  helicopter.  But  there 
is  a  trauma  system  that  does  have  a  helicopter.  And,  yes,  they  do 
bring  patients  from  surrounding  highway  accidents,  et  cetera,  by 
helicopter  to  our  facility. 

Mr.  Chandler.  Would  you  feel  it  to  be  the  case  that  many  of 
those  patients  would  be  in  jeopardy  if  they  were  not  brought  to 
your  facility,  or  could  they  be  expected  to  do  all  right  staying 
where  they  were  originally  treated? 

Dr.  MoNGAN.  There  is  no  question,  as  I  understand  the  trauma 
statistics,  that  people  have  a  much  better  chance  of  survival  if  they 
are  brought  to  a  fully  staffed  Level  One  trauma  center,  particular- 
ly in  that  so-called  golden  hour  of  time,  right  after  their  injury 
than  if  they  were  to  be  brought  to  another  facility. 

Mr.  Chandler.  But  that  would  not  be  true  of  most  of  the  obstet- 
ric cases  or  minor  injury  cases? 

Dr.  MoNGAN.  That  would  not  be  true  of  those  cases. 

Mr.  Chandler.  All  right.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Coyne? 

Mr.  Coyne.  I  have  no  questions. 

Chairman  Stark.  Mr.  Levin? 

Mr.  Levin.  Thank  you.  Just  briefly.  Dr.  Mongan,  and  maybe  Mr. 
Vladeck  wants  to  participate. 

Let  me  just  follow  up  with  Jake  Pickle's  question  because  I  think 
you  know  a  number  of  us  are  working  on  this  very  issue  in  the  sub- 
committee on  the  disproportionate  share  and  other  factors. 

We  are  looking  to  see  what  factor  or  what  factors  could  be  ad- 
justed that  would  reflect  need.  And  we  had  trouble  because  we  did 
not  find  any  clear  correlations,  no  matter  what  factor  you  took. 
And  if  you  compared  it  with  profit  margins  or  whatever,  there  was 
not  anything  close  to  one  for  one.  The  line  was  always  uneven. 

So  we  have  asked  the  Prospective  Payment  Assessment  Commis- 
sion to  help  us,  and  they  are  looking  at  various  alternatives  and 
they  are  running  out  the  charts.  It  is  going  to  take  a  number  of 
months. 

We  tried  to  do  this  in  the  State  of  Michigan,  and  it  comes  out 
preliminarily  somewhat  unevenly.  If  you  take  disproportionate 
share  and  increase  that  factor,  you  do  not  help  those  with  the 
greatest  need  and  those  alone.  And  I  think  your  response,  Dr. 
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Mongan,  is  to  simply  increase  the  disproportionate  share  at  the 
higher  end,  which  is  what  we  did  last  year.  And  that  is  one  alter- 
native. 

But  I  am  not  sure  the  correlations  there  is  full  and  is  as  close  as 
we  would  like.  And  also  it  may  leave  out  some  other  entities  which 
are  under  severe  stress. 

So  I  don't  know  if  you  want  to  comment  on  it  now.  But  if  you 
have  any  ideas,  there  is  a  number  of  us  here  on  both  sides  of  the 
aisle  who  are  working  actively. 

Dr.  Mongan.  Well,  I  appreciate  hearing  of  that  interest.  I  would 
be  glad  to  give  it  some  further  thought. 

Let  me  again  just  summarize  my  off-the-top  thoughts  about  that 
question. 

I  would  begin  with  the  statement,  as  you  well  know,  that  there  is  • 
no  perfect  approach  to  this  issue.  Nothing  will  meet  a  100  percent 
test  of  efficiency. 

But  I  would  suggest  that  you  have  got  a  pretty  good  weapon  at 
your  disposal,  certainly  compared  with  the  other  means  at  your 
disposal,  to  target  aid.  You  have  got  a  pretty  good  rifle  shot  in  the 
disproportionate  share  adjustment.  It  is  not  perfect,  but  it  is  as 
close  as  any  public  policy  I  have  seen  in  this  area. 

The  second  thing  that  you  have  got  is  you  have  got  an  ability  by 
varying  those  payments  to  give  some  distributional  justice,  if  you 
will.  I  am  not  saying  only  give  money  to  those  at  the  top,  but  you 
can  disproportionately  weight  the  disproportionate  share,  and  you 
can  deal  with  some  of  the  concern  about  a  lack  of  perfect  efficien- 
cy. 

I  really  do  think,  compared  with  lots  of  other  legislative  amend- 
ments and  legislative  approaches  that  I  have  been  familiar  with 
over  the  past  20  years,  that  this  is  as  efficient  as  anything  I  have 
seen  that  gets  aid  to  those  that  need  it. 

Again,  if  you  go  down  the  list  of  those  top  disproportionate  share 
hospitals,  and  this  Pickle  hospital  and  your  staff  can  give  them  to 
you,  I  do  not  think  you  would  find  many  of  those  where  you  would 
say,  oh,  boy,  it  would  really  be  a  mistake  to  put  more  funds  into 
that  facility. 

Mr.  Levin.  However,  we  are  doing  that,  and  that  is  already  in 
processing.  The  correlations  become  more  tenuous  the  further 
down  you  go.  But  the  correlations  do  not  seems  to  be  close  enough 
to  simply  say  take  that  factor  and  simply  add  to  it. 

Dr.  Mongan.  And  certainly  the  further  down  you  get  the  list, 
the  further  apart  the  correlations  get. 

Mr.  Levin.  Right. 

Dr.  Mongan.  I  understand  that. 

Mr.  Levin.  If  you  would  like  to  help  us,  take  the  top  number, 
whatever  you  want,  and  look  at  the  data  and  tell  us  whether  you 
think  the  correlation  is  so  active  that  we  can  turn  to  our  colleagues 
on  this  subcommittee  and  on  the  full  committee,  and  say  this  is  the 
way  we  should  go  especially. 

You  have  heard  the  testimony  about  the  needs  of  rural  hospitals. 
And  we  have  to  have  not  a  perfect  case  but  a  good  imperfect  case. 
And,  remember,  you  are  also  suggesting  that  we  get  into  the  issue 
of  the  balance  between  suburban  and  urban  hospitals,  or  the  bal- 
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ance  among  hospitals  within  suburban  areas.  And  that  has  as 
much  political  sensitivity,  if  not  more,  than  the  rural-urban  split. 

I  would  say  it  is  not  as  prominent,  but  the  dynamic  may  be  even 
more  sensitive.  You  just  take  a  district  like  the  one  I  represent  and 
the  surrounding  area. 

For  people  who  come  from  basically  suburban  districts  to  use  a 
formula  that  is  going  to  benefit  primarily  ''urban  hospitals,"  and 
therefore  not  benefit  suburban  hospitals,  some  of  which  are  under 
stress,  you  have  to  have  a  not  perfect  correlation,  but  you  have  to 
have  a  very  convincing  one.  You  know  what  I  mean?  You  have 
been  through  this  a  lot.  So  help  us. 

At  this  point,  disregarding — everybody  admits  that  the  dispropor- 
tionate share  factor  is  a  proxy  for  something  else.  Just  like  in  the 
rural  instance.  That  formula  is  a  proxy  for  something  else,  includ- 
ing the  value  of  having  a  hospital  in  the  community,  its  role  in  the 
community,  its  educational  role  in  the  community,  right,  not  just 
the  fact  that  you  have  to  go  20  miles  instead  of  40,  and  we  are  sym- 
pathetic. 

So  take  a  look.  You  run  as  much  of  this  data  as  you  can  and  tell 
us  what  you  think  it  looks  like.  And  go  beyond  the  very,  very  large 
institutions,  you  know,  the  5  or  6  or  10. 

Chairman  Stark.  Mr.  Donnelly. 

Mr.  Donnelly.  Thank  you,  Mr.  Chairman. 

Do  either  one  of  you  gentlemen  think  that  there  is  public  policy 
justification  for  allowing  hospitals  to  participate  in  the  Medicare 
program  but  not  participate  in  the  Medicaid  program? 

Mr.  Vladeck.  No,  and  I  have  only  been  involved  with  health 
care  in  States  where  they  could  not  legally  do  that. 

Mr.  Donnelly.  There  are  a  growing  number  of  hospitals  that  are 
only  participating  in  the  Medicare  program  and  not  in  the  Medic- 
aid program. 

Mr.  Vladeck.  I  think  the  real  issue,  sir,  is  that  there  are  a  lot  of 
hospitals  that  formally  have  Medicaid  provider  agreements  but  are 
not  serving  any  Medicaid  patients,  whether  they  are  formally  in 
the  program  or  not. 

There  are  clearly  institutions  that  are  not  doing  their  share.  On 
the  other  hand,  if  you  start  to  look  at  what  it  would  entail  in  order 
for  institutions  located  in  affluent  communities  to  do  their  share  of 
taking  care  of  Medicaid  patients,  it  is  probably  much  sounder 
public  policy  and  you  are  much  wiser  

Mr.  Donnelly.  I  am  not  talking  about  them  doing  their  share.  I 
am  talking  about  taking  care  of  people  who  show  up  at  the  door. 

Mr.  Vladeck.  Well,  I  think  this  committee  has  twice  tried  to  ad- 
dress that  issue,  in  terms  of  antidumping  legislation.  I  wish  the  ex- 
ecutive branch  took  it  more  seriously  in  enforcement  terms.  I  think 
that  is  quite  an  appropriate  way  of  responding  to  that  issue. 

Mr.  Donnelly.  Doctor. 

Dr.  MoNGAN.  Let  me  make  a  general  response  to  your  question 
and  then  specifically.  You  know,  when  I  first  left  this  town  and 
went  to  Kansas  City  10  years  ago  and  got  into  the  public  hospital 
business,  I  guess  I  started  with  more  of  a  view  then,  than  I  have 
now — to  be  candid  with  you — that  there  were  white  hat  and  black 
hat  hospitals,  if  you  will. 
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What  I  have  seen  in  Kansas  City  and  what  I  think  is  generally 
true  around  the  country,  is  that  mostly,  not  always,  but  mostly 
what  a  hospital  does  with  respect  to  indigent  patients  depends  on 
where  it  is  located.  There  are  lots  of  facilities  that  are  located  in 
areas  where  there  just  are  not  indigent  patients  or  Medicaid  pa- 
tients and  their  not  taking  them  is  not  a  problem  for  me.  I  would 
expect  or  hope  that  if  an  indigent  or  a  Medicaid  patient  came  to 
their  facility,  they  would  take  them.  And  I  think  as  a  public 
policy  

Mr.  Donnelly.  But  we  have  two  National  Government  health 
care  programs:  one  to  take  care  of  our  elderly  and  disabled  and  one 
to  take  care  of  our  poor.  And  I  mean  I  do  not  know  why  we  have 
two;  we  ought  to  have  one.  It  does  not  make  much  sense  in  terms 
of  bureaucracy  but  I  do  not  know  if  that  will  change  in  my  life- 
time. 

But  it  just  seems  to  me  that  in  terms  of  public  policy,  from  Fed- 
eral public  policy,  is  that  if  you  participate  in  one,  you  ought  to 
participate  in  the  other.  That  is  simple. 

Dr.  MoNGAN.  The  only  other  caveat  I  would  put  in,  agreeing 
wholeheartedly  with  you  that  we  ought  to  have  one,  but  the  prob- 
lem is  that  with  50  different  State  Medicaid  programs  some  of 
those  State  Medicaid  programs  are  woefully  inadequate,  not  only 
in  what  they  cover  but  what  they  pay.  So  I  can  imagine  of  a  cir- 
cumstance in  which  it  would  put  an  enormous  burden  on  a  facility. 

But  if  we  got  to  where  you  want  to  be  

Mr.  Donnelly.  But  I  cannot  imagine  of  a  circumstance  where  a 
hospital  would  refuse  to  treat  a  poor  person  because  of  their  reim- 
bursement. Having  said  that,  let  me  just  say,  that  will  be  an  issue 
that  this  committee  will  deal  with  again  this  year. 

Your  hospital  is  a  teaching  hospital  and  we  reimburse  you,  as 
you  said,  which  was  a  very  important  component  of  your  reim- 
bursement. 

Let  me  just  ask  you  a  practical  question.  After  they  train,  intern 
residency,  where  do  they  go,  in  your  case? 

Dr.  Mongan.  Well,  in  the  case  of  

Mr.  Donnelly.  Do  they  stay  in  the  inner  city? 
Dr.  Mongan.  Pardon  me? 

Mr.  Donnelly.  Do  they  stay  in  the  inner-city  hospitals? 

Dr.  Mongan.  I  just  ran  some  of  those  numbers  for  the  State  leg- 
islature, as  a  matter  of  fact,  and  about  57  percent  

Mr.  Donnelly.  There  must  be  somebody  like  me  in  the  State  leg- 
islature. 

Dr.  Mongan.  Right. 

About  57  percent  of  our  graduates  stay  in  either  Missouri  or  the 
Metropolitan  Kansas  City  area. 

That  is  higher  than  surrounding  midwest  medical  schools,  so 
that  we  are  relatively  efficient,  if  you  will,  in  terms  of  keeping 
people  in  our  area. 

In  terms  of  specialty  choice,  our  graduates  tend  disproportionate- 
ly to  go  into  primary  care  specialties.  So  that  we  have  a  good 
record  in  that  regard. 

Mr.  Donnelly.  The  reason  that  I  asked  the  question  is  that  I 
have  been  concerned  that  the  taxpayers  are  investing  billions  of 
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dollars  into  training  physicians  and  I  just  wonder  what  the  taxpay- 
ers are  getting  in  return  from  those  individuals? 

Mr.  Vladeck.  Mr.  Donnelly,  if  I  may,  I  am  quite  

Mr.  Donnelly.  Maybe  it  was  necessary,  when  Medicare  was  cre- 
ated. There  were  a  lot  of  reimbursements  built  into  the  system  to 
prop  it  up  in  the  1960's  and  the  1970's,  but  the  question  is  now,  as 
we  continue  this  system — which,  if  I  had  my  druthers  and  I  think 
if  both  of  you  had  your  druthers  we  would  scrap  and  start  from 
scratch,  but  be  that  as  it  may — again,  it  is  just  a  question,  what  do 
we  get  back? 

What  does  the  taxpayer  get  back?  What  does  the  urban  hospital 
that  treats  a  disproportionate  share  of  indigents  and  poor  people 
get  back  from  those  individuals  who  end  up  living  in  the  top  11 
percent  of  the  economic  class  in  America? 

Mr.  Vladeck.  Mr.  Donnelly,  I  am  very  sympathetic  with  the  gist 
of  your  point,  but  I  think  that  I  have  to  emphasize  that  what  we 
are  getting  back,  is  that  today  we  are  getting  doctors  in  those  com- 
munities. And  those  are  the  only  doctors  in  those  communities.  In 
the  city  of  New  York  and  in  the  city  of  Baltimore  and  in  large 
parts  of  the  city  of  Washington  and  in  large  parts  of  the  city  of  

Mr.  Donnelly.  As  they  train. 

Mr.  Vladeck.  Medical  care  for  poor  people  is  provided  by  house 
staff. 

Mr.  Donnelly.  As  they  train. 

Mr.  Vladeck.  Now,  that  is  not  desirable,  and  it  is  our  stated 
public  policy  in  New  York  that  graduate  medical  education  is  pri- 
marily an  educational  experience  and  that  is  not  what  house  staff 
are  there  for.  But  that  is  what  they  are  doing  and  that  is  all  there 
is.  I  think  we  ought  to  do  a  number  of  things  to  replace  them  over 
time,  with  appropriately  trained  postgraduate  physicians. 

But  until  we  do,  without  that  subsidy  for  their  activity,  there  are 
no  doctors  in  those  communities. 

Dr.  MoNGAN.  And  one  additional  comment  on  that,  I  can  tell  you 
from  our  institution's  point  of  view — because  I  have  often  been 
asked  what  the  pros  and  cons  of  our  affiliation  with  the  medical 
school  are — if  we  did  not  have  the  medical  school,  I  would  be  hard 
pressed  to  recruit  faculty  to  work  with  those  house  staff.  So  we  do 
get  a  substantial  amount  back  in  having  the  medical  school — that 
is  providing  doctor  for  the  inner  city  in  Kansas  City. 

Mr.  Donnelly.  It  is  a  terribly  inefficient  way  to  do  it  from  my 
perspective,  and  maybe  it  is  the  only  thing  available.  But  I  do 
think  that  those  individuals  owe  something  back  to  the  taxpayer 
beyond  the  time  that  they  residency  and  train. 

I  have  always  been  a  great  supporter — I  represent  the  City  of 
Boston  and  many  of  the  poorer  areas  of  the  city — and  I  have 
always  been  a  great  supporter  of  the  disproportionate  share  adjust- 
ment. 

But  Mr.  Levin  and  I  have  talked  about  maybe  making  some  ad- 
justments in  it.  I  am  not  necessarily  sure  that  we  always  work  here 
in  a  zero  sum  game.  I  am  somewhat  concerned  that  charity  care  is 
not  counted  towards  hospital's  qualifications  for  reimbursement  for 
disproportionate  share. 

Do  you  have  any  thoughts  on  that? 
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Mr.  Vladeck.  If  I  remember  some  of  the  discussions  that  result- 
ed in  producing  the  disproportionate  share  formula  that  we  now 
use,  or  definition  that  we  now  use,  there  was  consensus  around  two 
general  issues.  One  was  that  nobody  trusted  the  data  that  they  got 
from  hospitals  on  charity  care  and  second,  contradictorily,  that 
even  not  trusting  the  data,  it  seemed  to  correlate  very  strongly 
with  Medicaid  and  SSI/Medicare  patients  in  the  hospital.  That  is 
to  say,  hospitals  that  had  a  lot  of  disproportionate  share,  under  the 
definition  that  was  eventually,  in  fact,  adopted,  tended  to  be  the 
same  hospitals  that  did  a  lot  of  charity  care  as  well. 

And  since  you  did  not  trust  your  measurement  of  charity  care, 
you  might  as  well  just  stick  with  the  Medicaid  proxy  and  the  char- 
acteristics of  Medicaid  patients. 

Mr.  Donnelly.  For  example,  in  New  York  City,  there  are  a  lot  of 
people  that  your  hospital  and  other  hospitals  care  for  that  would 
not  be  eligible  for  Medicaid  or  SSI — illegal  immigrants  for  exam- 
ple. They  get  sick.  There  are  very  few  health  care  facilities  avail- 
able for  them  in  terms  of  preventive  medicine.  They  end  up  in  your 
trauma  rooms,  in  your  emergency  rooms  acutely  ill. 

Mr.  Vladeck.  But  they  are  the  same  hospitals  that  also  have  the 
most  Medicaid  patients  and  the  most  dually  eligible  Medicare  pa- 
tients. And  there  is  not  very  much  discrepancy  between  the  hospi- 
tals that  have  the  most  charity  care  and  those  that  have  the  most 
Medicaid,  for  instance.  They  go  together. 

Mr.  Donnelly.  There  is  some. 

Mr.  Vladeck.  There  is  some,  but  if  you  are  at  all  suspicious 
about  your  data  on  charity  care,  it  may  not  be  worth  throwing  in 
that  refinement. 

Mr.  Donnelly.  Doctor. 

Dr.  MoNGAN.  Well,  again,  I  would  second  what  Bruce  says  and  I 
was  present  at  those  discussions,  at  least  on  the  ProPAC  side  of  the 
table,  back  some  years  ago.  And  because  of  both  the  two  factors  he 
mentioned  that  was  the  best  formula  to  come  up  with  and  it 
seemed  to  me  to  be  pretty  close.  There  was  a  problem  for  public 
hospitals  with  large  indigent  loads  in  low  Medicaid  States,  but  that 
was  in  large  part  dealt  with  through  the  Pickle  amendment. 

Mr.  Levin.  Would  the  gentleman  yield? 

Mr.  Donnelly.  Yes,  certainly,  I  would  be  happy  to  yield. 

Mr.  Levin.  Because  that  is  really  what  we  are  working  with  and 
just  briefly,  there  are  other  panelists  to  come.  If  you  could  help  us 
with  this;  you  have  some  clear  cut  figures  on  uncompensated  care. 
You  say  they  may  not  be  trustworthy,  but  you  apparently 
seem  

Dr.  MoNGAN.  Mine  are  trustworthy. 

Mr.  Levin.  That  they  are.  So  if  you  could  help  us  with  this  very 
critical  point,  because  uncompensated  care  grows  and  we  are  not 
sure  that  there  is  that  relationship. 

At  least  that  it  is  clear  enough  for  us  to  simply  rely  on  Medicaid 
and  SSL 

Mr.  Donnelly.  It  just  seems  to  me  that  the  formula  should  be 
revisited  and  looked  at.  I  am  not  necessarily  saying  that  we  ought 
to  jump  into  immediately  change  it.  I  think  that  it  is  clearly  a 
measure  of  something.  It  is  clearly  a  measure  of  institutions  that 
are  dealing  with  the  poorest  people  in  society.  But  there  are  bor- 
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derline  institutions,  too,  that  are  also  dealing  with  a  great  number 
of  the  poorest  people  in  society,  and  that  because  of  the  arbitrary 
cutoff  miss  that  extra  reimbursement  which  I  think  they  justifiably 
deserve. 

So  that  any  data  that  you  can  produce  will  be  appreciated. 
Dr.  MoNGAN.  They  are  very  thoughtful  questions  and  I  will  do 
my  best  to  supply  some  written  material. 
Mr.  Donnelly.  Thanks  very  much. 

Chairman  Stark.  Dr.  Mongan,  just  a  couple  of  questions  and 
Bruce  may  want  to  comment  on  these,  also. 

If  we  had  a  national  health  insurance  program  and  just  for  the 
sake  of  argument,  if  this  national  health  insurance  program  was 
incorporated  into  the  Medicare  program,  would  your  hospital  break 
even,  lose  money  or  gain  money  if  you  received  Medicare  reim- 
bursement for  every  case  that  walked  in  the  door? 

Dr.  Mongan.  With  the  adjustments  that  you  currently  have  in 
place,  we  would  break  even. 

Chairman  Stark.  So  what  you  would  lose  from  whatever  few  pri- 
vate patients  you  may  take,  you  would  make  up  for  by  getting  paid 
for  the  uncompensated  care  in  the  charity  cases? 

Dr.  Mongan.  Only  9  percent  of  our  patient  have  private  insur- 
ance, 54  percent  have  nothing,  so  that  the  tradeoff  seems  clear. 

Chairman  Stark.  What  would  happen  in  New  York,  Bruce,  can 
you  guess? 

Mr.  Vladeck.  The  Biegel  Institute  at  Brandeis  University,  which 
is  headed  by  the  same  Dr.  Altman  who  chairs  ProPAC,  did  a  study 
about  1  year  ago,  and  estimated  that,  net,  hospitals  in  New  York 
City  had  a  $400  million  positive  from  the  Medicare,  for  Medicare 
patients,  and  about  a  $750  million  loss  on  everybody  else. 

So  if  you  replace  your  losing  business  with  your  profitable  busi- 
ness, you  are  obviously  going  to  be  a  lot  better  off. 

Chairman  Stark.  OK,  right  down  that  line,  here  is  my  question; 
are  we  overlooking  any  structural  changes  that  could  help?  I  am 
not  sure  this  will  work  as  much  in  New  York  City  as  it  might  in 
Kansas  City.  However,  for  instance,  in  my  area  we  are  losing 
inner-city  hospitals,  basically  whole  units,  to  the  suburbs  or  they 
are  closing  and  a  different  but  new  hospital  is  opening  in  the  sub- 
urbs, absent  trauma  centers,  and  absent  even  emergency  room 
care — because  I  presume  it  is  a  loser.  They  are  instead  opening,  in 
partnership  with  physicians,  more  and  more  kinds  of  laboratories 
and  ancillary  services,  and  home  medical  equipment  and  all  kinds 
of  gimmicks. 

I  presume  what  they  are  doing  is  cherry  picking;  that  they  are 
taking  the  most  profitable  services  with  them  and  leaving  behind 
for  the  inner-city  hospitals  the  trauma  care  and  whatever  else  is 
not  profitable. 

What  if  we  picked  a  service  that  was  extremely  profitable  and 
could  be  delivered,  although  it  does  not  have  to  be  right  next  to 
any  particular  unit,  and  said,  that  will  only  be  performed  for  Medi- 
care patients  in  these  disproportionate  share  hospitals? 

Can  we  bring  you  back  some  high-margin  business?  Maybe  there 
are  other  things  we  could  do.  What  I  am  getting  at  is  that  to  some 
extent  we  accomplish  that  with  teaching.  We  do  not  force  it.  That 
is  just  an  historical  tradition  where  you  happen  to  have  a  teaching 


48 


hospital.  But  suppose  you  have  the  only  MRI  in  town?  It  seems  to 
me  that  there  are  outlandishly  high  margins  in  operations  like 
that.  Could  you  make  money  on  it  though? 

Dr.  MoNGAN.  Well,  let  me  try  and  answer  that  question  in  two 
ways.  First  a  brief  bit  of  historical  data  and  to  the  extent  that 
Kansas  City  is  to  a  certain  extent  prototypical,  let  me  just  tell  you 
our  experience. 

First  off,  to  the  best  of  my  knowledge  there  is  only  one  of  the 
inner-city  hospitals  that  actually  moved  from  the  inner  city  to  the 
suburbs,  and  that  was  about  15  years  ago. 

In  my  time,  in  recent  years,  and  I  use  these  numbers  quite  a  bit 
in  our  levy  campaign  last  year,  three  hospitals  have  closed  in 
Kansas  City  in  the  last  3  years.  And  they  are  the  ones  closest  to  us. 
And  I  mean  you  can  just  predict  who  is  going  to  close. 

Chairman  Stark.  But  new  hospitals  were  probably  built  at  the 
same  time  in  the  suburbs. 

Dr.  MoNGAN.  Yes,  totally  different  auspices  in  these  instances. 
None  of  these  three  moved.  So  what  was  happening  in  our  case  is 
that  they  are  closing  rather  than  moving  being  replaced. 

Chairman  Stark.  So,  this  has  the  same  impact  on  you? 

Dr.  MoNGAN.  With  respect  to  the  general  suggestion  about  mon- 
eymaking  procedures,  if  you  will,  that  could  be  brought  to  us  and 
therefore,  help  redress  the  situation  in  that  fashion,  I  would  love  to 
see  something  like  that  happen. 

Candidly  I  would  start  out  a  little  skeptical  for  two  reasons,  I 
guess.  Patients'  transportation,  movement  within  metropolitan 
areas  for  medical  care  is  not  as  fungible  as  one  might  expect. 

The  bigger  problem  and  really  the  one  that  would  be  the  biggest 
stumbling  block  is  the  doctor  relationship.  When  we  were  almost 
going  under  in  Kansas  City,  we  were  working  on  a  scheme  to  move 
patients  around  the  city.  I  could  get  the  other  hospitals,  frankly,  to 
agree  to  take  some  of  our  overload  and  some  of  the  patients,  but  to 
actually  work  out  the  arrangements  for  doctor  coverage — to  have 
patients  when  they  are  sickest  leaving  the  doctors,  covering  them 
and  going  to  the  other  doctor,  and  back.  It  gets  difficult. 

Chairman  Stark.  Let  me  take  my  area  for  a  minute.  All  that  is 
left,  basically  in  Oakland,  in  that  part  of  the  East  Bay,  is  Highland 
Hospital.  Well,  Childrens  Hospital  is  there  also. 

Now,  all  of  the  rich  parents  come  from  Lafayette  and  Walnut 
Creek  and  Orinda  to  bring  their  kids  in  to  Children's.  They  have 
charity  balls  and  all  the  rest  of  the  hoopla  to  raise  money  for  it. 

These  are  the  people  who  would  vote  for  your  bond  issue,  if  they 
had  to  go  to  the  hospital.  The  reason  I  cannot  get  any  money  for 
Highland  is  that  my  kids  and  other  folks  will  not  go  there  to  have 
their  babies.  Thank  you.  If  they  did,  they  would  be  very  interested 
in  figuring  out  how  they  could  improve  Highland  because  they 
would  look  at  it  and  say,  my  God,  we  are  going  to  have  our  chil- 
dren there? 

The  fact  is  that  you  might  indeed  find  you  could  build  some  sup- 
port. 

Dr.  MoNGAN.  I  do  not  want  to  drag  this  out,  but  candor  compels 
me.  We  have  got  exactly  the  same  situation  in  Kansas  City.  Across 
the  street  from  us.  Children's  Mercy  Hospital.  They  have  a  much 
better  pattern  of  outside  referrals  than  we  do.  What  is  the  reason 


49 


for  that?  It  is  a  little  delicate  perhaps  to  talk  about  the  reasons  for 
that.  But  the  reasons  I  think,  and  I  have  tried  to  get  the  private 
business  into  our  place,  there  is  a  public  hospital  stigma. 

There  are  lots  of  people,  whether  it  is  for  racial  reasons,  whether 
it  is  for  reasons  about  not  wanting  to  be  around  prisoners  or  ad- 
dicts or  whatever,  the  average  suburban  person  who  would  bring 
their  child  to  Children's,  would  not  come,  themselves,  to  the  public 
hospital  for  all  of  those  reasons.  One  prisoner  coming  through  our 
hall  with  his  chains  on,  does  not  make  the  suburban  lady  very 
happy.  And  believe  me  I  hear  about  it  from  our  docs.  But  that  is 
the  real  world  that  we  live  in. 

Chairman  Stark.  No,  you  are  right.  As  I  say,  maybe  there  are 
some  incentives,  as  we  call  them. 

Dr.  MoNGAN.  That  would  be  helpful. 

Mr.  Vladeck.  If  Medicare  would  only  pay  on  A  and  B  both  for 
coronary  catheterization  in  hospitals  with  ACGME  approved  train- 
ing programs  you  would  re-channel  a  lot  of  money  from  suburban 
institutions  to  the  inner  city  institutions.; 

Chairman  Stark.  Those  are  the  kind  of  suggestions  that  I  am 
looking  for. 

Mr.  Vladeck.  I  meant  that  as  a  random  example. 

Chairman  Stark.  Yes,  why  not?  I  mean  we  are  picking  up  the 
bill  an5rsvay,  why  should  we  give  the  extra  profit  to  Humana?  What 
are  they  doing  for  us? 

Mr.  Vladeck.  Well,  the  evidence  is  that  you  would  probably  have 
better  outcomes  among  Medicare  beneficiaries  as  well,  if  you  con- 
centrated the  catheterizations  in  the  smaller  number  of  facilities. 

Chairman  Stark.  Yes,  we  need  more  of  those.  Do  not  be  shy. 

Gentlemen,  thank  you,  very  much.  As  always,  Bruce,  your  testi- 
mony is  appreciated,  and  Dr.  Mongan,  it  is  good  to  hear  from  you 
and  I  hope  this  will  not  be  the  last  time. 

Thanks  very  much  for  joining  us. 

Dr.  Mongan.  Thank  you. 

Mr.  Vladeck.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Our  next  panel  consists  of  Jim  Bernstein,  the 
director  of  rural  health  and  resource  development  in  the  North 
Carolina  State  Department  of  Human  Resources;  Dr.  Philip  Caper, 
chairman  of  the  Codman  Research  Group,  accompanied  by  Manon 
Spitzer,  the  director  of  marketing  and  education;  and  Bob  Van 
Hook,  who  is  the  executive  director  of  the  National  Rural  Health 
Association. 

Welcome  to  the  committee.  We  will  let  you  begin  in  the  order 
that  you  appear  on  the  witness  list;  Mr.  Bernstein,  please  begin. 

STATEMENT  OF  JAMES  D.  BERNSTEIN,  DIRECTOR,  OFFICE  OF 
RURAL  HEALTH  AND  RESOURCE  DEVELOPMENT,  NORTH  CARO- 
LINA DEPARTMENT  OF  HUMAN  RESOURCES,  RALEIGH,  N.C. 

Mr.  Bernstein.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee.  My  name  is  Jim  Bernstein,  and  I  am  director  of  the 
Office  of  Rural  Health  and  Resource  Development  in  North  Caroli- 
na. Our  office  is  responsible  for  developing  rural  primary  care  cen- 
ters, recruiting  physicians  and  assisting  rural  hospitals.  Those  of  us 
working  with  rural  hospitals  in  North  Carolina  are  excited  by  the 
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changes  brought  about  by  last  year's  legislation.  These  changes  in- 
clude a  significant  increase  in  rural  hospital  payments,  improve- 
ments in  Medicare  reimbursement  for  sole  community  hospitals 
and  the  implementation  of  the  program  on  essential  access  commu- 
nity hospitals,  rural  primary  care  hospitals  or  EACH's  and  RPCH's 
(PEACH'S). 

I  am  pleased  to  see  that  ProPAC  is  recommending  a  7  percent 
increase  in  rural  hospital  payments,  however  I  urge  you  to  elimi- 
nate the  differential  in  payments  between  rural  and  urban  hospi- 
tals as  quickly  as  possible.  On  a  more  positive  note,  I  would  like  to 
congratulate  the  Congress  on  the  development  of  the  EACH's  and 
peach's  program.  We  think  the  program  is  a  positive  step  in  the 
right  direction  because  it  encourages  a  system  of  regionalization 
for  rural  hospitals.  By  providing  a  feasible  structure,  the  concept 
could  insure  that  emergency  services  and  other  primary  and  impor- 
tant medical  services  remain  in  our  rural  communities. 

We  are  beginning  our  work  organizing  our  first  PEACH  hospital 
in  the  Scotland  Neck,  North  Carolina.  Our  community  hospital  is  a 
financially  ailing  20-bed,  antiquated  hospital  that  is  threatened 
with  closure.  Now,  it  is  converting  to  a  100-bed  nursing  home  with 
special  senior  services.  The  hospital  will  maintain  emergency  serv- 
ices, but  cease  offering  in-patient  acute  care.  The  town's  two  physi- 
cians, who  are  near  retirement,  are  now  working  for  the  hospital 
and  are  optimistic  about  their  chances  to  attract  younger  physi- 
cians. 

The  campus  will  also  house  satellite  public  health,  social  services 
and  mental  health  and  during  its  second  phase  will  offer  low- 
income  housing  and  a  senior  center  for  the  elderly. 

The  small  hospital,  which  is  located  in  one  of  our  very  poorest 
counties,  raised  more  than  $200,000  during  a  capital  fund  drive 
door-to-door  among  its  17,000  citizens  in  its  service  area. 

Once  complete,  the  $4  million  project  will  be  a  prime  candidate 
for  a  PEACH,  but  without  the  PEACH  designation,  however,  there 
are  serious  questions  as  to  whether  this  new  hospital  concept  can 
survive. 

The  EACH /PEACH  program  is  a  good  idea,  but  as  proposed,  it 
could  fail  to  assist  many  hospitals  in  the  rural  South,  where  rural 
residents  are  limited  not  only  by  distance,  but  by  poverty,  age,  illit- 
eracy and  isolation.  The  35-mile  limit  is  not  feasible  for  most  of  the 
rural  south,  where  development  is  denser  but  populations  are 
poorer  than  the  rest  of  rural  America. 

More  than  half  of  the  rural  poor  live  in  the  South.  The  capability 
to  help  southern  hospitals  exists  in  this  new  program  if  the  Health 
Care  Financing  Administration  adheres  to  the  intent  of  the  legisla- 
tion to  encourage  and  facilitate  transition  from  acute  care  services 
to  emergency  and  primary  services. 

The  subcommittee  should  impress  upon  HCFA  the  importance  of 
adhering  to  that  intent. 

Our  recommendations:  Stress  the  need  for  flexibility  in  the  case 
of  the  35-mile  limit.  Regulations  should  use  geographic  isolation, 
poverty  and  other  criteria  to  define  access  limitations.  Linkages 
should  be  encouraged  through  a  framework  such  as  EACH/ 
PEACH,  but  it  should  be  modified  to  include  many  vital  rural  hos- 
pitals that  currently  do  not  fit  into  either  category. 
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There  are  far  too  few  PEACH 's  allowed  outside  the  seven  States 
given  initial  EACH/PEACH  grants.  We  recommend  that  Congress 
expand  the  number  of  PEACH's,  the  rural  primary  care  hospitals, 
from  15  to  50.  I  just  picked  that  number  50  out  of  a  hat.  I  think  all 
hospitals  willing  to  comply  with  Federal  regulations  governing  a 
PEACH  should  be  able  to  participate  in  the  program  and  be  en- 
couraged to  become  part  of  a  rural  hospital  network. 

If  the  intent  of  Congress  is  to  establish  incentives  so  that  some 
small  rural  hospitals  diversify  and  give  up  their  beds,  you  should 
include  as  many  small  rural  hospitals  as  possible,  not  just  15. 

Overall  there  is  a  need  for  greater  flexibility  in  the  program 
beyond  the  72  hours  and  six  beds  for  the  PEACH's. 

Now,  I  would  like  to  turn  to  another  Federal  program  that  is 
vital  to  rural  health  in  America — the  Rural  Health  Clinics  Act  of 
1977,  Public  Law  95-210. 

I  was  fortunate  to  participate  in  the  design  of  that  legislation 
that  became  the  Rural  Health  Clinics  Act  in  1977.  I  subsequently 
testified,  as  did  our  Governor,  before  the  Congress  on  the  Rural 
Health  Clinics  Act.  The  work  of  the  100th  Congress  last  year  in- 
cluded improvements  to  the  Rural  Health  Clinics  Act,  which  we  ap- 
plaud. However  I  would  like  to  propose  some  changes  that  support 
and  add  to  H.R.  4233,  your  proposed  amendment  to  the  Social  Secu- 
rity Act  on  Rural  Health  Clinics. 

The  certification  process  for  rural  health  clinics  has  become  in- 
creasingly burdensome  and  goes  against  the  primary  intent  of  the 
Congress,  when  it  approved  the  Rural  Health  Clinics  Act  in  1977. 
The  Congress  stressed  the  importance  of  simplicity  in  certification 
and  in  reimbursement.  And  the  current  system  is  anything  but 
simple.  Instead  the  process  is  cumbersome  and  onerous.  Many 
rural  health  clinics  have  no  full-time  administrator  and  rely  on 
physicians  or  physician  assistants  or  nurse  practitioners  to  double 
as  administrators. 

In  Wilkes  County,  in  the  mountains  of  North  Carolina,  the  pro- 
vider administrator  has  to  take  time  to  struggle  with  an  added 
burden  with  regulation.  The  clinic  has  one  physician  assistant,  one 
front  desk  receptionist  and  a  clinical  assistant  as  its  full-time  staff. 
This  500-page  manual  is  what  they  had  to  develop  to  meet  the  Fed- 
eral requirements.  I  think  it  is  real  good.  We  helped  them  and  it  is 
something  that  IBM  could  be  proud  of  but  this  is  a  four-staff  oper- 
ation. 

The  2,500  square  foot  office,  which  served  8-to-lO  patients  a  day 
when  it  first  opened  in  1988,  had  to  develop  detailed  written  policy 
on  how  it  would  handle  hurricanes,  bomb  threats,  nuclear  emer- 
gencies and  just  goes  on  and  on. 

When  certification  and  licensure  officials  arrive  for  inspection, 
work  at  the  clinics  stops  and  the  small  staff  has  to  answer  ques- 
tions and  produce  documents  on  the  spot.  These  small  clinics  are 
being  treated  as  if  they  were  nursing  homes  or  hospitals.  This  is 
not  what  you  intended  and  may  be  the  reason  why  so  many  clinics 
fail  to  follow  up  after  they  request  and  receive  the  initial  rural 
health  clinic  application. 

The  certification  process,  itself,  is  problematic.  Certification  can 
take  up  to  5  months,  which  is  not  unusual  and  which  is  financially 
catastrophic  for  these  small  clinics,  with  limited  cash  available  to 
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meet  continuing  financial  obligations.  In  addition,  rural  health 
clinic  recertification  surveys  are  conducted  unannounced  and  un- 
scheduled which  is  causing  unnecessary  problems  for  the  clinics 
and  the  surveying  agencies. 

The  existing  cumbersome  certification  process  wastes  valuable 
time  and  energy  at  many  rural  health  clinics.  It  also  wastes  Feder- 
al dollars. 

I  realize  that  these  regulations  were  put  into  place  to  serve  as  a 
check  on  the  quality  of  care  our  rural  residents  receive  from  these 
clinics,  but  I  must  tell  you  that  this  does  not  ensure  quality.  These 
clinics  are  similar  to  private  doctors'  offices,  only  smaller,  not  nurs- 
ing homes  or  hospitals.  Other  checks  exist  in  the  system  to  keep 
the  clinics  on  track.  They  have  to  submit  detailed  financial  state- 
ments to  the  intermediary  in  their  cost  reports,  and  they  have  to 
use  nurse  practitioners  and  PA's  that  are  certified  or  licensed 
under  the  board  of  medical  examiners.  And  they  really  scrutinize 
our  nurse  practitioners  and  PA's  in  our  State. 

I  am  not  suggesting  that  the  Federal  Government  abandon  its  ef- 
forts to  check  the  quality  of  health  care  at  rural  health  clinics. 
Rather  the  checks  to  use  in  this  system  should  be  rational  and 
should  more  directly  measure  quality. 

We  recommend  that  the  Federal  Government  discontinue  its 
lengthy  certification  process  for  rural  health  clinics.  You  could 
save  dollars,  they  could  save  dollars  and  I  am  telling  you  we  could 
get  a  lot  more  health  care  out  into  our  really  small,  poor,  rural 
communities.  And  there  are  not  many  vehicles  left  to  do  that. 

There  are  also  reimbursement  inequities  in  the  Rural  Health 
Clinics  Act.  Current  productivity  screens  required  of  rural  health 
clinics  work  against  optimizing  the  clinical  skills  of  the  providers. 
We  ask  that  the  rural  health  clinics  be  allowed  to  combine  produc- 
tivity screens  similar  to  the  screen  described  in  your  bill.  Congress- 
man Stark. 

And  clinics  risk  the  loss  of  their  95-210  certification  when  they 
temporarily  lose  their  physicians  assistants  or  nurse  practitioners, 
even  when  a  physician  is  available  on  site  to  provide  care.  There- 
fore, we  recommend  that  the  rural  health  clinics  be  allowed  at 
least  a  year  to  recruit  a  replacement  of  midlevel  practitioners.  Re- 
cruiting mid-level  practitioners  is  just  like  recruiting  doctors  today. 

There  also  could  be  months  of  lag  time  for  annual  reconciliation 
and  cost  settlements  to  rural  health  clinics  owed  refunds  under 
Medicare  and  Medicaid  resulting  in  clinics  sometimes  waiting 
years  for  reimbursement  of  critical  operating  money.  We  recom- 
mend that  Congress  set  a  60-day  time  limit  for  the  reconciliation 
and  cost  settlement  process  for  both  Medicare  and  Medicaid.  Most 
of  our  clinics  are  still  trying  to  get  money  owed  to  them  back  in 
1986. 

There  should  be  no  difference  between  reimbursement  for  provid- 
er-base rural  health  clinics  and  free-standing  rural  health  clinics. 
Original  legislation  called  for  cost-based  reimbursement  which  free- 
standing clinics  receive,  however,  provider-based  clinics  are  cur- 
rently subject  to  the  principles  of  lower  cost  or  charges.  This  was 
not  your  intent,  but  rather  was  a  rule  imposed  by  HCFA  that  we 
think  is  inequitable. 
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In  closing,  I  want  to  emphasize  that  rural  health  care  is  in  criti- 
cal condition.  We  are  seeing  trends  in  health  care  data  that  point 
to  a  steady  worsening  of  health  in  rural  North  Carolina.  Federal 
policy  should  enable  rural  hospitals  and  rural  health  clinics  across 
the  nation  to  build  on  their  unique  strengths  so  that  they  can 
make  the  most  efficient  use  of  their  scarce  rural  health  resources 
and  serve  rural  residents. 

I  guess  I  brought  to  you  today  a  number  of  small  items,  which 
are  not  small  to  rural  America.  There  is  a  lot  of  fine  tuning  that 
can  be  done.  On  the  one  hand,  you  are  saying  that  we  cannot 
expand  our  budget.  A  lot  of  the  things  that  I  am  proposing  here 
would  actually  save  money.  But  somebody  has  to  get  on  top  of  the 
bureaucracy  because  they  are  killing  rural  health  care  right  now. 

[The  statement  and  an  attachment  of  Mr.  Bernstein  follow:] 
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TESTIMONY  OF  JAMES  D.  BERNSTEIN 
BEFORE  THE  SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
APRIL  4, 1990 

My  name  is  James  Bernstein  and  I  am  director  of  the  newly  reorganized  Office  of 
Rural  Health  and  Resource  Development  in  North  Carolina.  Our  Office  is 
responsible  for  developing  rural  primary  care  centers,  recruiting  physicians,  and 
assisting  rural  hospitals.  Recently,  I  was  appointed  to  serve  a  three-year  term  on  the 
Prospective  Payment  Assessment  Commission.  I  will  attend  my  first  meeting  later 
this  month.  I  also  am  Co-Director  of  the  N.C.  Rural  Health  Research  Program  at  the 
Health  Services  Research  Center  at  UNC-Chapel  Hill  and  am  Chairman  of  the 
Advisory  Panel  to  the  Office  of  Technology  Assessment's  study  on  rural  health. 

It  was  almost  one  year  ago  when  I  addressed  this  committee  on  the  state  of  rural 
hospitals,  and  I  am  honored  to  be  here  today  to  comment  on  rural  health  policy  and 
bring  you  up  to  date  on  our  projects  in  North  Carolina. 

I.        Those  of  us  working  with  rural  hospitals  in  North  Carolina  are  excited  about 
the  changes  brought  about  by  last  year's  legislation.  These  changes  included  a 
significant  increase  in  rural  hospital  payments,  improvements  in  Medicare 
reimbursement  for  Sole  Community  Hospitals,  and  the  implementation  of 
the  program  on  Essential  Access  Community  Hospitals /Rural  Primary  Care 
Hospitals,  or  EACHs  and  RPCHs  (also  known  as  PEACHes). 

I  am  pleased  to  see  that  ProPAC  is  recommending  a  7  percent  increase  m  rural 
hospital  payments.  However,  I  urge  the  Congress  to  eliminate  the  differential 
in  payments  between  rural  and  urban  hospitals  as  quickly  as  possible. 

A.      On  a  more  positive  note,  I  would  like  to  congratulate  the  Congress  on  the 
development  of  the  EACHs  and  RPCHs  program. 

1.  We  think  the  EACH/RPCH  program  is  a  positive  step  in  the  right  direction 
because  it  encourages  a  system  of  regionalization  for  rural  hospitals. 

2.  By  providing  a  feasible  structure,  the  concept  of  EACH/RPCH  could  insure 
that  emergency  services  and  other  primary  and  important  medical  services 
remain  in  many  rural  communities. 

3.  We  are  beginning  work  on  organizing  our  first  "PEACH"  in  Scotland  Neck, 
North  Carolina.  Our  Community  Hospital  is  a  finandally-ailing,  20-bed 
antiquated  hospital  that  is  threatened  with  closure.  Now  it  is  converting  to  a 
100-bed  nursing  home  with  special  senior  services.  The  hospital  will 
maintain  emergency  services  but  cease  offering  inpatient  acute  care.  The 
town's  two  physicians,  who  are  near  retirement,  are  now  working  for  the 
hospital  and  are  optimistic  about  their  chances  to  attract  younger  physicians. 
The  hospital  campus  also  will  house  satellite  public  health  and  social  services 
offices,  and  during  its  second  phase  urill  offer  low-income  housing  for  the 
elderly. 

The  small  hospital,  located  in  one  of  our  poorest  counties,  raised  more  than 
$200,000  during  a  capital  fund  drive  from  its  service  area  of  17,000  residents. 
Once  complete,  the  $4  miUion  project  will  be  a  prime  candidate  for  a  RPCH. 
Without  the  RPCH  designation,  however,  there  are  serious  questions  as  to 
whether  the  new  hospital  concept  can  survive. 

In  Warren  County,  which  I  spoke  of  last  year,  the  failed  37-bed  hospital  has 
closed  but  has  not  been  forgotten.  Using  the  hospital  as  their  joint  clinic  site, 
the  County  Department  of  Public  Health  and  the  county's  Federal  330 
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Cominunity  Health  Center  are  working  together  to  offer  primary  and 
preventative  health  care  services  to  residents  of  this  poor,  largely  agricultural 
county.  This  joint  project,  which  has  a  $300,000  commitment  from  the  State 
and  raised  $700,000  from  county  bonds,  could  evolve  into  a  RPCH. 

4.  The  EACH/ RPCH  program  is  a  good  idea,  but,  as  proposed,  it  could  fail  to 
assist  many  hospitals  in  the  Rural  South,  where  rural  residents  are  limited 
not  only  by  distance  but  also  by  poverty,  by  age,  by  illiteracy,  and  by  isolation. 
The  35-mile  limit  is  not  feasible  for  the  rural  South,  where  development  is 
denser  but  populations  are  poorer  than  in  the  rest  of  rural  America.  More 
than  half  (54  percent)  of  the  rural  poor  live  in  the  South  (As  a  reference,  43 
percent  of  all  rural  Americans  live  in  the  17  Southern  states.  Blacks  make  up 
42  percent  of  the  rural  poor  in  the  South.  Overall,  the  Southern  rural  poverty 
rate  is  22.5  percent.) 

The  capability  to  help  rural  Southern  hospitals  exists  in  EACH/RPCH  if  the 
Health  Care  Financing  Administration  adheres  to  the  intent  of  the  legislation 
—  to  encourage  and  facilitate  transition  from  acute  care  services  to  emergency 
and  primary  care  services.  This  Subcommittee  should  impress  upon  HCFA 
the  importance  of  adhering  to  that  intent. 

5.  Problems  of  EACH/RPCH  for  the  rural  South: 

a.  The  35-mile  limit,  which  is  more  appropriate  for  frontier  states  of  the 
West  than  for  Southern  states,  would  exclude  most  Southern  rural 
hospitals  from  EACH  designation; 

b.  The  72-hour  holding  limit  for  RPCHs  is  arbitrary  and  excludes  many  low- 
technology  medical  procedures  that  are  completely  appropriate  for  small 
rural  hospitals  to  handle,  such  as  pneumonia,  and  bronchitis  and  asthma; 

c.  Many  rural  Southern  hospitals  do  not  have  enough  beds  to  become  an 
EACH  but  have  too  many  to  feasibly  become  a  RPCH.  For  example,  the 
average  rural  hospital  in  Florida  has  50  beds  and  33  percent  occupancy, 
meaning  on  average  17  beds  are  full.  This  average  hospital  cannot  be  an 
EACH  or  a  RPCH.  Such  facilities  may  still  serve  an  important  purpose  as  a 
community  hospital  and  should  be  encouraged  to  become  part  of  a 
network. 

6.  Our  recommendations: 

a.  Stress  the  need  for  flexibility  in  the  case  of  the  35-mile  limit;  regulations 
should  use  geographic  isolation,  poverty  and  other  criteria  to  define  access 
limitations; 

b.  Expand  the  Hospital  Transition  Grant  program  so  that  rural  hospitals  can 
build  on  their  ovm  strengths  to  find  a  feasible  niche  in  the  health  care 
economy;  this  would  make  sensible  use  of  existing  health  care  resources 
in  rural  America; 

c.  Linkages  should  be  encouraged  through  a  framework  such  as 
EACH/RPCH,  but  it  should  be  modified  to  include  many  vital  rural 
hospitals  that  currently  do  not  fit  into  either  category. 

d.  There  are  far  too  few  RPCHs  allowed  outside  the  7  states  given  initial 
EACH/RPCH  grants.  We  recommend  that  Congress  expand  the  number 
of  RPCHs  from  15  to  50.  To  be  quite  honest,  I  picked  the  number  50  out  of 
a  hat.  All  hospitals  willing  to  comply  with  Federal  regulations  governing 
a  RPCH  should  be  able  to  participate  in  the  program  and  be  encouraged  to 
become  part  of  a  rural  hospital  network.  If  the  intent  of  Congress  is  to 
establish  incentives  so  that  some  small  rural  hospitals  diversify  and  give 
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up  acute  care  beds,  you  should  include  as  many  small  rural  hospitals  as 
possible. 

e.  Overall,  there  is  a  need  for  greater  flexibility  in  the  program  beyond  72- 
hours  and  6-beds  for  RPCHs. 

Now  I  would  like  to  turn  to  a  Federal  program  that  is  vital  to  rural  health  in 
North  Carolina:  the  Rural  Health  Qinics  Act  of  1977,  Public  Law  95-210. 

1  was  fortunate  to  participate  in  the  designing  the  legislation  that  became  the 
Rural  Health  Clinics  Act  in  1977.  1  subsequently  testified,  as  did  our  governor, 
before  the  Congress  on  the  Rural  Health  Clinics  Act. 

The  work  of  the  Congress  last  year  included  improvements  to  the  Rural 
Health  Clinics  Act,  which  we  applaud.  However,  I  would  like  to  propose 
some  changes  that  support  and  add  to  H.R.  4233,  Congressman  Pete  Stark's 
proposed  amendment  to  the  Social  Security  Act  on  Rural  Health  Clinics. 

The  certification  process  for  Rural  Health  Clinics  has  become  increasingly 
burdensome  and  goes  against  the  primary  intent  of  this  Congress  when  it 
approved  the  Rural  Health  Clinics  Act  in  1977.  The  Congress  stressed  the 
importance  of  simplicity  in  certification  and  reimbursement.  The  current 
system  is  anything  but  simple.  Instead,  the  process  is  cumbersome  and 
onerous. 

Many  Rural  Health  Clinics  have  no  full-time  administrator  and  rely  on 
physicians  or  nurse  practitioners  to  double  as  administrators.  In  West  Wilkes 
County,  in  the  mountains  of  North  Carolina,  the  provider /administrator  has 
to  take  time  to  struggle  with  an  added  burden  of  regulation.  When  the  clinic 
applied  to  become  a  Rural  Health  Clinic,  it  had  one  physician  assistant,  one 
front  desk  receptionist  and  a  clinical  assistant  as  its  full-time  staff.  The  clinic 
had  to  develop  a  500-page  policy  manual  to  meet  Federal  requirements. 

The  2500-square-foot  office,  which  served  eight  to  10  patients  a  day  when  it 
first  opened  in  1988,  had  to  develop  detailed  written  policy  on  how  it  would 
handle  hurricanes,  bomb  threats  and  nuclear  emergencies.  When 
certification  and  Ucensure  officials  arrive  for  inspections,  work  at  these  clinics 
literally  comes  to  a  halt  so  that  the  small  staff  can  answer  questions  and 
produce  documentation  of  their  services.  These  small  clinics  are  being 
treated  as  though  they  were  nursing  homes  or  hospitals.  This  is  not  what  you 
intended  and  may  be  the  reason  why  many  clinics  fail  to  follow  up  after  they 
request  and  receive  the  initial  Rural  Health  Clinic  application. 

The  certification  process  itself  is  problematic. 

•  Certification  can  take  up  to  five  months,  which  is  financially  catastrophic 
for  small  clinics  with  limited  cash  available  to  meet  continuing  financial 
obligations. 

•  In  addition.  Rural  Health  Clinic  recertification  surveys  are  conducted 
unannounced  and  unscheduled,  which  is  causing  unnecessary  problems 
for  the  clinics  and  the  surveying  agencies. 

The  existing  cumbersome  certification  process  wastes  valuable  time  and 
energy  at  many  Rural  Health  CUnics.  It  also  wastes  Federal  dollars. 

I  realize  that  these  regulations  were  put  into  place  to  serve  as  a  check  on  the 
quality  of  care  rural  residents  receive  from  Rural  Health  Clinics.  But  I  must 
tell  you,  this  does  not  insure  quality.  These  clinics  are  similar  to  private 
doctor's  offices,  not  nursing  homes  or  hospitals.  Other  checks  exist  in  the 
system  to  keep  these  clinics  on  track: 
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a.  Financial  issues  are  taken  care  of  by  the  filing  of  required  cost  reports. 

b.  The  state  Boards  of  Medical  Examiners  effectively  and  continuously 
regulate  the  licenses  and  practice  of  physician  assistants  and  nurse 
practitioners. 

4.  I  am  not  suggesting  that  the  Federal  government  abandon  its  efforts  to  check 
the  quality  of  health  care  at  Rural  Health  Clinics.  Rather,  the  checks  used  in 
this  system  should  be  rational  and  should  more  directly  measure  quality.  We 
recommend  that  the  Federal  government  discontinue  its  lengthy  certification 
process  for  Rural  Health  Clinics. 

5.  There  also  are  reimbursement  inequities  in  the  Rural  Health  Clinics  Act: 

a.  Current  productivity  screens  required  of  Rural  Health  Clinics  work  against 
optimizing  the  clinical  skills  of  providers.  We  ask  that  Rural  Health 
Clinics  be  allowed  a  combined  productivity  screen,  similar  to  the  screen 
described  in  Congressman  Stark's  bill. 

b.  Clinics  risk  the  loss  of  their  95-210  certification  when  they  temporarily  lose 
their  Physician  Assistants  or  Nurse  Practitioners  even  when  a  physician  is 
available  on-site  to  provide  care.  We  recommend  that  Rural  Health 
Clinics  be  allowed  at  least  one  full  year  to  recruit  replacement  midlevel 
practitioners. 

c.  There  also  can  be  months  of  lag  time  for  annual  reconciliation  and  cost 
settlements  for  Rural  Health  Clinics  owed  refunds  under  Medicare  and 
Medicaid,  resulting  in  clinics  sometimes  waiting  years  for  reimbursement 
of  critical  operating  money.  We  recommend  that  Congress  set  a  60-day 
time  limit  for  the  reconciliation  and  cost  settlement  process  for  both 
Medicare  and  Medicaid. 

d.  There  should  be  no  difference  between  reimbursement  for  provider-based 
Rural  Health  Clinics  and  freestanding  Rural  Health  Clinics.  Original 
legislation  called  for  cost-based  reimbursement,  which  freestanding  clinics 
receive.  However,  provider-based  clinics  are  currently  subject  to  the 
principles  of  lower  of  cost  or  charges.  This  was  not  the  intent  of  Congress 
but  rather  was  a  rule  imposed  by  HCFA  that  we  think  is  inequitable. 

in.      In  dosing,  I  want  to  emphasize  that  rural  health  care  is  in  critical  condition. 
We  are  seeing  trends  in  health  care  data  that  point  to  a  steady  worsening  of 
health  care  services  in  rural  North  Carolina.  Federal  poUcy  should  enable 
rural  hospitals  and  Rural  Health  Clinics  across  the  nation  to  build  on  their 
unique  strengths  so  that  they  can  make  the  most  efficient  use  of  scarce  rural 
health  care  resources  and  serve  rural  residents. 
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APPENDIX  TO  STATEMENT  BY  JAMES  BERNSTEIN 

Director,  N.C.  Office  of  Rural  Health  and  Resource  Development 

COMMENT  ON  THE  RURAL  HEALTH  CLINICS  ACT,  P.L.  95-210 


I.  CERTIFICATION  ISSUES 

APPLICATION  AND  CERTIFICATION  PROCESS: 

ISSUE: 

The  application  and  certification  process  for  Rural  Health  Clinics  (RHCs)  is 
cumbersome,  time  consuming  and  filled  with  excessively  burdensome  paperwork 
requirements. 

DISCUSSION: 

When  Congress  enacted  the  Rural  Health  Clinic  Act  members  stressed  the 
importance  of  simplicity  in  the  certification  and  reimbursement  processes.  The 
intent  of  Congress  has  been  lost  in  the  application  and  certification  process  for  the 
Rural  Health  Cliiucs  Act  (RHCA).  The  current  system  is  anything  but  simple: 

1)  Rural  health  clinic  applicants  are  required  to  develop  voluminous  policy 
and  procedures  manuals,  as  well  as  document  with  specificity,  their  ability  to  handle 
disasters  such  as  hurricanes,  tornados,  bomb  threats  and  nuclear  emergencies, 
regardless  of  the  likelihood  of  such  disasters  occurring.  The  time  required  to 
complete  the  manuals  is  considerable  and  upon  completion  results  in  a 
voluminous  document,  most  of  which,  will  have  little,  if  any,  practical  use  for  the 
center.  For  some  potential  applicants,  the  benefits  of  the  Rural  Health  Clinics 
program  seem  minimal  compared  to  the  time  and  paperwork  required  to  attain 
certification. 

2)  The  certification  of  Rural  Health  Clinics  is  unnecessarily  protracted,  placing 
cash  flow  hardships  on  prospective  applicants  to  the  point  of  deterring  program 
participation.  The  time  period  from  the  date  of  initial  approval  by  the  State 
certifying  agency  to  the  date  an  applicant  is  eligible  for  reimbursement  can  be  up  to  5 
months.  Rural  Health  Clinics  awaiting  certification  may  not  bill  Medicare  and 
Medicaid  during  the  approval  process.  A  Rural  Health  Clinic's  certification  date  is 
linked  to  the  date  the  State  Office  of  Licensure  and  Certification  conducts  the 
certification  site  visit  of  the  medical  center.  A  site  visit  is  the  first  step  of  the 
approval  process  and  the  application  must  subsequently  move  through  the  regional 
Health  Care  Financing  Administration  (HCFA)  office,  the  regional  Office  of  Civil 
Rights  (OCR)  and  the  fiscal  intermediary's  office.  The  sequential  processing  of  the 
application  takes  months  even  with  the  recent  changes  in  the  OCR  review  process. 
The  clinic  is  expected  to  hold  claims  for  Medicare  and  Medicaid  reimbursement 
until  the  certification  process  is  complete  and  the  fiscal  intermediary  has  established 
a  reimbursem.ent  rate.  Holding  claims  can  result  in  serious  financial  difficulties  for 
small  rural  health  cUnic  operations.  Few  clinics  have  the  resources  to  absorb  the 
loss  of  revenue  and  are  forced  to  seek  bank  loans  to  meet  fiscal  responsibilities. 

3)  The  application  and  certification  process  includes  a  detailed  Office  of  Civil 
Rights  (OCR)  review  and  approval.  This  type  of  Office  of  Civil  rights  review  is 
contended  to  be  inappropriately  applied  to  95-210  applicants.  All  rural  health  clinic 
applicants  are  required  to  undergo  the  scrutiny  of  a  detailed  OCR  review.  The  RHC 
must  answer  in  detail  a  lengthy  questionnaire  on  the  organization's  policies  and 
practices,  as  well  as  submit  a  considerable  amount  of  documentation  proving  their 
compliance  with  the  non  discrimination  statutes  of  the  law.  Also  included  in  the 
required  documentation  is  a  detailed  survey  of  all  patient  encounters  over  a  14-day 
period.  The  Office  of  Civil  Rights  does  not  provide  any  guidelines  on  minimally 
acceptable  standards  for  the  small  remote  operations  that  many  95-210  applicants 
represent.  Consequently,  applicants  move  through  the  process  without  knowing 
the  expectations  of  the  Office  of  Civil  Rights  and  with  the  potential  threat  of 
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disapproval  without  knowing  how  to  avoid  it.  The  excessive  docunnentation 
requirements  and  the  prospect  for  a  financial  loss  if  the  center  does  not  receive  OCR 
approval,  continue  to  act  as  a  deterrent  to  rural  health  centers  considering  the  95-210 
program. 

SUGGESTED  LEGISLATIVE  CHANGE: 

Discontinue  the  lengthy  application  and  certification  process  for  Rural  Health 
Clinics.  Centers  meeting  the  geographic  and  staffing  eligibility  requirements  would 
only  be  required  to  submit  a  written  application  and  description  of  their  services  to 
HCFA.  Other  checks  and  balances  in  the  RHC  program  can  be  continued  through 
the  filing  of  cost  reports  to  ♦^he  intermediaries  and  the  effective  and  continuous 
regulation  of  the  medical  providers  through  their  state  hcensing  boards. 

n.  REIMBURSEMENT  ISSUES 
PRODUCTIVITY  SCREENS 

ISSUE: 

Current  productivity  standards  work  against  the  Rural  Health  Clinic  optimizing  the 
clinical  skills  of  providers. 

DISCUSSION: 

The  current  productivity  methodology  does  not  reflect  the  standards  of  practice  seen 
in  Rural  Health  Clinics  with  full-time  physician  and  midlevel  providers.  The 
midlevel  practitioners  see  less  difficult  cases  and  frequently  exceed  the  standards, 
while  the  physicians  on  staff  treat  more  intense  cases  and  see  considerably  fewer 
patients  than  expected  in  a  private  practice  setting.  This  practice  is  rational  and 
optimizes  the  skills  of  both  provider  types.  Under  the  Rural  Health  Clinic  Act,  this 
can  result  in  the  medical  center  being  penalized  on  the  reimbursement  calculation 
because  an  individual  practitioner  is  either  above  or  below  the  productivity 
standard.  A  team  productivity  approach,  which  combines  the  standard  of  4,200 
visits  for  the  physidan  and  2,100  visits  for  the  physidan  extender,  would  be  more 
reflective  of  current  standards  of  practice  and  allow  Rural  Health  Clinics  to  utilize 
their  personnel  more  effectively. 

SUGGESTED  LEGISLATTVE  CHANGE: 

Establish  a  team  standard  for  physidan  and  midlevel  productivity  in  Rural  Health 
Clinics.  Congressman  Pete  Stark  has  submitted  a  bill  (HR  4233)  to  amend  Section 
1861  of  the  Social  Security  Act,  which  states: 

"In  employing  any  screening  guideline  in  determining  the  productivity  of 
physicians,  physidan  assistants,  nurse  practitioners,  and  certified  nurse  midwives  in 
a  rural  health  clinic,  the  Secretary  of  Health  and  Human  Services  shall  provide  that 
the  guideline  shall  take  into  account  the  combined  services  of  such  staff  (and  not 
merely  the  service  within  each  class  of  practitioner)." 

TEMPORARY  WAIVER  OF  STAFFING  REQUIREMENTS 

ISSUE: 

Rural  Health  Clinics  are  being  decertified  due  to  recruitment  delays  in  securing 
scarce  midlevel  practitioners. 

DISCUSSION: 

Midlevel  practitioners  are  difficult  to  recruit  to  remote  rural  areas.  When  a  clinic 
loses  a  Physidan  Assistant  (PA)  or  Nurse  Practitioner  (NP),  it  may  be  in  jeopardy  of 
losing  its  95-210  certification  while  seeking  a  replacement,  even  though  a  physician 
is  available  on-site  to  provide  care. 


SUGGESTED  LEGISLATIVE  CHANGE: 
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Amend  the  legislation  to  allow  more  flexible  time  frames  for  clinics  to  recruit 
midlevel  practitioners.  The  State  should  not  attempt  to  decertify  a  Rural  Health 
Clinic  for  at  least  one  year,  as  long  as  the  clinic  is  actively  attempting  to  recruit  a  new- 
physician  extender.    Adopt  the  language  in  the  bill  that  Congressman  Stark 
introduced  (HR  4233)  which  states: 

"(A)  The  Secretary  shall  waive  for  a  one-year  period  the  requirements  that  a 
rural  health  clinic  employ  a  physician  assistant,  nurse  practitioner  or  certifled  nurse 
midwife  or  that  such  clinic  require  such  providers  to  furnish  services  at  least  50 
percent  of  the  time  that  the  clinic  operates  for  any  facility  that  requests  such  waiver 
if  the  facility  demonstrates  that  the  fadUty  has  been  unable,  despite  reasonable 
efforts,  to  hire  a  physician  assistant,  nurse  practitioner,  or  certified  nurse  mid-wife 
in  the  previous  90-day  period. 

"(B)  The  Secretary  may  not  grant  such  a  waiver  under  subparagraph  (A)  to  a 
facility  if  the  request  for  the  waiver  is  made  less  than  6  months  after  the  date  of  the 
expiration  of  any  previous  such  waiver  for  the  facility. 

"(C)  A  waiver  which  is  requested  under  this  paragraph  shall  be  deemed 
granted  unless  such  request  is  denied  by  the  Secretary  within  60  days  after  the  date 
such  request  is  received." 

PROVIDER-BASED  RURAL  HEALTH  CENTERS: 

ISSUE: 

The  payment  methodology  currently  being  applied  to  provider-based  rural  health 
clinics  does  not  allow  for  true  "cost-based  reimbursement"  for  these  centers. 

DISCUSSION: 

There  is  considerable  question  as  to  whether  the  currently  applied  reimbursement 
methodology  for  provider-based  rural  health  clinics  is  appropriate  and  consistent 
with  the  intent  of  Congress  in  passing  the  original  Rural  Health  Clinic  legislation. 
There  are  no  regulatory  guidelines  from  the  Health  Care  Financing  Administration 
to  the  intermediaries  for  administering  this  program  and  considerable 
inconsistencies  exist  in  the  implementation  of  the  program  on  a  nationwide  basis. 
Public  Law  95-210  stipulated  that  certified  facilities  be  paid  cost-based 
reimbursement.  Freestanding  RHCs  are  paid  on  a  cost  basis,  however  provider- 
based  clinics  are  subject  to  the  lower  of  costs  or  charges  payment  methodology. 
Utilization  of  the  lower  of  cost  or  charges  principle  alters  the  premise  under  which 
the  legislation  was  written,  and  prevents  provider-based  clinics  from  receiving  cost 
settlements  if  their  program  costs  exceed  clinic  charges.  In  addition,  the  absence  of 
regulatory  guidelines  has  resulted  in  a  lack  of  coordination  between  the  Medicare 
intermediaries  and  the  State  Medicaid  programs.  Currently  there  are  fewer  than  20 
certified  provider-based  Rural  Health  Clinics,  but  as  participation  in  the  program 
grows,  these  problems  will  be  exacerbated. 

SUGGESTED  LEGISLATIVE  CHANGE: 

Amend  legislation  to  state  that  all  Rural  Health  Clinics,  both  freestanding  and 
provider-based,  be  reimbursed  at  80%  of  reasonable  costs  for  Medicare  and  at  100%  of 
reasonable  costs  for  Medicaid;  and  that  uniformity  be  introduced  in  the 
administration  of  the  program.  In  addition,  set  the  per  visit  payment  Hmit  for 
provider-based  rural  health  clinics  at  150%  of  the  limit  established  for  freestanding 
clinics. 


TIME  FRAMES  FOR  COST  SETTLEMENTS: 

ISSUE: 
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The  time  frames  for  annual  reconciliation  and  cost  settlements  for  Rural  Health 
Clinics  due  refunds  from  Medicare  and  Medicaid  are  very  vague,  resulting  in 
centers  sometimes  waiting  years  for  reimbursement  of  critical  operating  dollars. 

DISCUSSION: 

The  Rural  Health  Clinic  Act  was  intended  to  increase  access  to  primary  care  services 
in  rural  communities.  Program  participation  is  considerably  below  original 
expectations,  and  there  is  now  an  effort  underway  to  increase  interest  in  this 
reimbursement  program.  Many  centers  currently  certified  for  reimbursement 
under  the  Rural  Health  Clinic  Act  are  experiencing  considerable  delays  and 
difficulties  in  receiving  reconciliation  dollars  due  to  them  because  of  vague  or 
nonexistent  guidelines  and  policies.  Regulations  and  policies  are  clear  and 
intermediaries  are  aggressive  in  recouping  dollars  owed  to  the  government,  but  are 
lax  in  forwarding  dollars  owed  to  the  program  participants.  Centers  participating  in 
the  Rural  Health  Clinics  Act  are  frequently  small  rural  operations  with  tight 
budgets.  Few  have  the  resources  needed  to  absorb  a  cash  flow  deficit  while  waiting 
for  Medicare  and  Medicaid  to  meet  their  fiscal  responsibilities. 

SUGGESTED  LEGISLATIVE  CHANGE: 

Amend  legislation  to  include  language  that  will  set  a  60-day  time  limits  for  the 
reconciliation  and  cost  settlement  process  for  both  Medicare  and  Medicaid. 


■910  -  90  -  3 
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Chairman  Stark.  Mr.  Pickle,  do  you  want  to  inquire  of  Mr.  Bern- 
stein? 

Mr.  Pickle.  Mr.  Chairman,  thank  you  for  extending  me  this 
courtesy  as  I  do  have  a  meeting  in  just  a  minute. 

Mr.  Bernstein,  I  enjoyed  your  testimony  and  I  look  forward  to 
talking  with  you  individually  and  Mr.  Van  Hook,  with  whom  I 
have  worked  on  this  rural  legislation. 

We  do  have  some  problems  with  these  EACH  hospitals,  how  they 
are  going  to  be  administered.  Particularly  in  the  area  of  the  35- 
mile  radius  question,  the  72-hour  holding  period  or  the  bed  size 
limit.  And  now,  I  know  that  you  are  anxious  to  know  what  HCFA 
is  going  to  say  with  respect  to  their  regulations. 

And  you  are  sayirtg  that  if  they  carry  out  the  intent  of  Congress, 
that  you  will  be  able  to  get  some  significant  help. 

Have  you  been  visiting  with  HCFA?  Have  you  talked  to  them 
about  these  regulations?  What  do  they  tell  you  they  intend  to  do 
and  when  will  they  get  these  regs  out,  do  you  know? 

Mr.  Bernstein.  I  did  try  to  speak  with  the  people  involved  who 
will  be  writing  the  regulations  last  week  and  I  do  not — it  does  not 
appear  that  they  have  done  a  whole  lot  on  the  subject,  which  is 
probably  good  right  now.  I  would  suspect  that  there  is  some  debate 
going  on,  on  just  what  we  are  talking  about;  whether  there  should 
be  flexibility  as  I  think  your  intent  is. 

Chairman  Stark.  Would  the  gentleman  from  Texas  yield  at  this 
point? 

Mr.  Pickle.  Yes,  Mr.  Chairman. 

Chairman  Stark.  It  is  my  understanding,  and  maybe  I  am  incor- 
rect, that  a  State  can  substitute  its  own  criteria  for  this  35-mile  dis- 
tance. HCFA  would  have  to  approve  it,  but  I  am  certain  that  if  the 
States  wanted  to  come  up  with  a  different  criteria,  I  would  think 
that  it  was  the  intent  of  the  legislation  to  allow  that  to  happen. 

Mr.  Pickle.  That  may  be  correct.  I  am  anxious  to  know  if  HCFA 
would  confirm  that?  Will  they  use  strictly  the  letter  of  our  lan- 
guage, 35  miles,  or  will  they  

Chairman  Stark.  If  the  gentleman  from  Texas  would  join  with 
me  in  a  letter  to  HCFA,  I  think  that  if  a  State  came  up  with  an 
alternate  criteria  that  made  sense,  relative  to  the  particular  needs 
of  that  State,  that  HCFA  would  be  able  to  deal  with  that. 

Mr.  Pickle.  I  appreciate  your  saying  that. 

I  think  that  would  be  our  intent.  If  we  go  strictly  by  the  letter  of 
the  law,  this  mileage,  then  there  would  be  no  deviation  from  it,  but 
if  they  can  take  into  the  age  and  poverty  and  that  type  of  thing  or 
other  factors,  then  we  might  have  a  little  leeway  and  flexibility. 

I  hope  they  can  do  that.  Now,  I  know  that  HCFA  has  been 
strapped  because  they  do  not  have  the  appropriations.  They  do  not 
have  the  full  staff  to  implement  all  of  these  regs,  but  time  is  pass- 
ing and  in  the  next  few  months  they  ought  to  be  able  to  get  them 
out. 

I  would  like  to  have  any  input  from  you  or  Mr.  Van  Hook  about 
what  they  are  telling  you  and  we  will  be  able  to  visit  them  and  I 
appreciate  the  chairman  being  willing  to  write  a  letter,  too. 

So  I  thank  you,  very  much. 

Chairman  Stark.  Dr.  Caper. 
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STATEMENT  OF  PHILIP  CAPER,  M.D.,  CHAIRMAN  OF  THE 
CODMAN  RESEARCH  GROUP,  INC.,  LYME,  N.H.,  AND  PROFESSOR 
OF  PUBLIC  POLICY,  DARTMOUTH  MEDICAL  SCHOOL,  HANO- 
VER, N.H.,  ACCOMPANIED  BY  MANON  SPITZER,  DIRECTOR  OF 
MARKETING  AND  EDUCATIONAL  PROGRAMS,  CODMAN  RE- 
SEARCH GROUP,  INC. 

Dr.  Caper.  Thank  you,  very  much,  Mr.  Chairman  and  members 
of  the  committee.  I  am  accompanied  today  by  Manon  Spitzer,  who 
is  our  director  of  marketing  and  educational  programs  at  the 
Codman  Research  Group.  She  is  responsible  for  much  of  the  design 
and  technical  implementation  of  the  study  of  rural  hospitals,  which 
is  one  of  the  two  I  am  going  to  discuss. 

A  little  over  a  year  ago,  we  completed  a  population-based,  small 
area  analysis  of  hospital  use  by  all  Medicare  beneficiaries  living  in 
all  50  States.  Our  approach  is  a  little  different  from  those  more 
commonly  used,  in  that  we  examine  patterns  of  care  received  by 
the  beneficiaries  of  care,  so  that  the  people  living  in  these  areas 
are  the  primary  focus  of  our  studies  rather  than  the  hospitals  and 
doctors  per  se.  However,  we  can  learn  a  lot  about  the  hospitals  and 
physicians  from  looking  at  the  patterns  of  care. 

The  results  of  the  analysis,  the  Medicare  analysis,  have  been 
made  available  to  PRO's  in  each  State  and  to  the  Health  Care  Fi- 
nancing Administration  in  the  form  of  a  computer  interactive  data 
base,  which  they  can  then  examine  and  use  as  they  see  fit. 

The  development  of  large  and  comprehensive  data  bases  together 
with  refinements  in  analytic  techniques  and  improvements  in  com- 
puter software  as  represented  by  these  projects,  have  really  revolu- 
tionized studies  of  access  to  health  care  for  specific  populations. 

And  the  studies  that  I  will  discuss  today  are  a  few  examples  of 
what  we  have  done  in  that  regard.  The  first  I  would  like  to  discuss 
is  a  study  of  what  is  happening  to  access  to  care  by  populations 
living  in  areas  served  primarily  by  rural  hospitals. 

And  I  will  summarize  the  results  very  quickly  and  then  ask  Ms. 
Spitzer  to  talk  a  little  more  about  the  relevant  details.  Basically  we 
found  that  during  the  period  of  the  study,  which  covered  the  1984 
through  1986  period,  utilization  rates,  hospitalization  rates  among 
the  populations  living  in  rural  areas  were  declining  rapidly  as  were 
those  among  populations  living  in  urban  areas.  Rural  populations 
rates  were  declining  more  rapidly  than  those  of  urban  populations. 
Yet,  there  is  little  indication  that  beneficiaries  living  in  rural  areas 
experienced  a  significant  loss  of  access  to  in-patient  care  because  of 
these  declines. 

Population-based  admission  rates  for  high-technology  services  ac- 
tually increased  during  that  period  for  these  beneficiaries.  And 
much  of  this  care  was  obtained  in  rural  referral  centers  or  in 
urban  hospitals.  Moreover,  rural  beneficiaries  per  capita  use  rates 
for  other  types  of  services  generally  remained  higher  than  rates  for 
beneficiaries  living  in  urban  areas  in  the  same  States. 

These  results  suggest  the  declines  in  Medicare  admissions  to 
small,  rural  hospitals  that  have  occurred  so  far  represent  changes 
in  the  site  of  care  and  shifts  in  the  pattern  of  rural  hospital  usage 
by  Medicare  beneficiaries. 
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And  we  found  no  evidence  to  indicate  that  access  to  care  or  the 
quality  of  in-patient  care  has  decreased  for  these  beneficiaries. 
I  would  like  to  now  ask  Ms.  Spitzer  to  elaborate  a  little  bit. 
Ms.  Spitzer.  Thank  you,  very  much. 

This  study  focused  exclusively  on  Medicare  and  therefore,  could 
not  answer  questions  about  the  access,  let  us  say  to  the  maternity 
related  services.  It  was  focused  on  five  States:  Alabama,  California, 
Illinois,  Montana,  and  Texas,  over  the  3-year  period. 

And  we  looked  at  all  of  the  hospital  care  that  a  beneficiary  re- 
ceived who  lived  in  a  rural  area.  We  were  not  looking  at  the  hospi- 
tals themselves.  So  we  were  able  to  take  into  account  not  only  the 
care  that  they  received  in  their  local  hospital  but  all  of  the  other 
hospitals  that  they  might  have  gone  to.  And  the  major  findings  of 
the  study  were  that  during  this  period,  access  to  care  does  not 
appear  to  have  been  impaired  for  Medicare  beneficiaries  who 
reside  in  the  rural  areas  in  these  five  States. 

Hospital  admission  rates  per  capita  were  significantly  higher  for 
Medicare  beneficiaries  residing  in  rural  areas  than  for  beneficiaries 
in  urban  areas  in  all  3  years  of  the  study. 

Admission  rates  for  Medicare  beneficiaries  in  both  urban  and 
rural  areas  in  all  five  States  decreased  between  1984  and  1986.  Al- 
though the  rate  of  decline  in  hospital  admission  rates  per  capita 
was  greater  for  rural  Medicare  beneficiaries  than  for  urban,  rural 
admission  rates  remained  significantly  higher  than  urban  rates  in 
1986. 

When  I  say,  significantly  higher,  it  is  a  statistical  test  and  it  re- 
lates both  to  their  rates  relative  to  their  own  State  averages  and  to 
the  national  Medicare  rate. 

The  use  of  technology-intensive  treatments  and  procedures  by 
rural  beneficiaries  increased  relative  to  urban  beneficiaries.  This  is 
an  important  index  of  access  because  these  treatments  and  proce- 
dures generally  are  provided  in  rural  referral  centers  and  large 
urban  hospitals  not  the  smallest  hospitals  whether  urban  or  rural. 

And  now  this,  of  course,  had  an  impact  on  the  hospitals,  al- 
though the  beneficiaries  were  our  major  focus.  The  medical  condi- 
tions for  which  DRG  payments  are  low  make  up  a  larger  propor- 
tion of  total  admissions  to  small,  that  is  under  a  100-bed  rural  hos- 
pitals, than  in  rural  referral  centers,  or  most  urban  hospitals. 

The  small  hospitals  receive  few  of  the  dollars  spent  on  surgery 
and  technology-intensive  care.  And  therefore,  receive  less  revenue. 
The  hospital  utilization  patterns  of  Medicare  beneficiaries  in  rural 
areas  appear  to  becoming  much  more  like  those  of  urban  benefici- 
aries, both  in  terms  of  per  capita  admission  rates  and  the  mix  of 
clinical  services  that  they  receive. 

Beyond  this,  this  study  demonstrates  that  the  admission  rates 
can  be  monitored  routinely  to  evaluate  the  adequacy  of  access  to 
hospital  care  for  rural  populations. 

Dr.  Caper.  Mr.  Chairman,  with  your  permission,  I  will  continue 
and  just  briefly  describe  the  findings  of  a  similar  study  that  we  did 
focusing  on  the  access  issues  affecting  urban  populations  in  the 
greater  New  York  area. 

In  this  study,  conducted  by  John  Billings  of  New  York  and 
Victor  Hasselblad  of  Duke  University,  together  with  our  analytic 
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assistance,  focused  on  utilization  rates  for  residents  of  each  ZIP 
Code  of  the  greater  New  York  area. 

For  diagnoses  where  timely  and  effective  out-patient  manage- 
ment of  the  cause  of  admission  can  help  avoid  the  need  for  hospi- 
talization, a  strong  correlation  was  found  in  the  under-65  popula- 
tion between  the  admission  rate  and  the  household  income  of  ZIP 
Code  areas.  What  that  means  is  that  about  70  percent  of  the  differ- 
ence in  admission  rates  between  low-income  and  high-income  areas 
can  be  correlated  with  average  household  incomes  in  those  areas. 
The  poorer  you  are  the  greater  your  chance  of  being  admitted  to 
the  hospital. 

And  the  magnitude  of  these  differences  among  admission  rates 
for  these  ambulatory  care-sensitive  causes  of  admission  was  high. 
Admission  rates  in  the  low-income  ZIP  Codes  were  about  7.5  times 
higher  than  admission  rates  in  the  ZIP  Codes  with  the  lowest  per- 
centage of  low-income  residents. 

For  most  conditions,  race  or  ethnicity  had  a  relatively  small 
effect  on  hospital  admission  rates  compared  to  income.  Whereas 
income  accounted  for  about  69  percent  of  the  differences  in  admis- 
sion rate,  percent  black  only  added  about  4.3  percent  explanatory 
power  and  the  percent  hispanic  added  less  than  a  tenth  of  a  per- 
cent. Although  that  was  not  true  for  admissions  for  hypertension 
where  there  was  a  very  strong  correlation  between  percent  black 
and  admission  rates  for  hypertension.  Hypertension  is  found  more 
commonly  in  black  populations  than  in  nonblack  populations. 

The  citywide  age  and  sex  adjusted  admission  rate  per  1,000  resi- 
dents rose  approximately  5  percent  between  1984  and  1987  for 
these  ambulatory  care-sensitive  conditions.  However  the  change  for 
individual  ZIP  Codes  was  dramatic,  some  were  much  greater  than 
that.  And  I  think  that  speaks  for  the  wisdom  of  making  these  ana- 
lytic studies  as  specific  as  possible.  The  locations  vary  a  great  deal 
based  upon  local  conditions,  demographic  factors  as  well  as  social 
and  economic  factors. 

I  believe  that  this  study  demonstrates  again,  the  utility  of  being 
able  to  monitor  routinely  these  medical  care  use  patterns  over 
large  populations.  We  are  now  quite  well  able  to  do  that  monitor- 
ing. 

We  are  in  the  process  of  conducting  a  similar  study  comparing 
the  use  by  the  New  York  State  Medicaid  population  with  the  non- 
Medicaid  population  together  with  the  New  York  State  Community 
Aid  Association.  The  results  of  that  study  should  be  available 
within  several  weeks. 

Thank  you,  very  much. 

[The  statement  of  Dr.  Caper  follows:] 
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and  of 

Manon  Spitzer,  M.A. 
Director  of  Marketing  and  Educational  Programs,  Codman  Research  Group 

before  the 

Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,  Subcommittee  on  Health 
Public  Hearing  on  Fiscal  Year  1990  Budget  Issues  Relating  to  Payment  of  Inner-City  and 
Rural  Hospitals  under  Part  A  of  the  Medicare  Program,  April  4,  1990 

Just  over  a  year  ago,  the  Codman  Research  Group  completed  a  population-based  small 
area  analysis  of  hospital  use  by  all  Medicare  beneficiaries  in  the  50  states  for  the  years 
1984-1986.  The  results  of  the  analysis  have  been  made  available  to  Peer  Review 
Organizations  (PRO)  in  each  state  and  to  the  Health  Care  Financing  Administration 
(HCFA).(l)  The  development  of  large  comprehensive  hospital  discharge  databases, 
together  with  refinements  in  analytic  methodologies  and  improvements  in  computer 
software  as  represented  in  this  project,  have  revolutionized  studies  of  access  to  health  care 
for  specific  populations. 

We  wish  now  to  acquaint  Committee  Members  with  two  recent  studies  conducted  in 
response  to  concern  with  access  to  health  care.  The  first,  which  is  an  extended  application 
of  the  1984-1986  study  for  HCFA,  is  an  investigation  of  the  relationship  between  declining 
use  of  rural  hospitals  and  access  to  inpatient  services  for  Medicare  beneficiaries  in  rural 
areas.  The  second,  which  used  all-payer  hospital  discharge  data  from  the  S.P.A.R.C.S. 
system  in  New  York  State,  used  small  area  analysis  to  assess  the  performance  of  the 
outpatient  delivery  system  in  New  York  City.(2) 

Rural  Medicare  Beneficiaries'  Access  to  Inpatient  Services 

Increasing  numbers  of  small  and  rural  hospitals  have  closed  in  recent  years.  There  is 
widespread  concern  that  continuation  of  this  trend  may  threaten  access  to  care  or  the 
quality  of  care  received  by  Medicare  beneficiaries.  In  response  to  this  concern,  the  Codman 
Research  Group  undertook  research,  funded  by  the  Prospective  Payment  Assessment 
Commissions,  to  examine  the  per  capita  hospital  usage  patterns  of  Medicare  beneficiaries 
living  in  rural  areas  during  the  first  three  years  of  the  Prospective  Payment  System  (PPS). 
At  that  time.  Medicare  admissions  to  small  and  rural  hospitals  were  declining  rapidly.  The 
per  capita  use  rates  of  both  urban  and  rural  beneficiaries  declined  somewhat  during  this 
period. 

The  rural  health  care  study  focused  on  the  hospital  utilization  patterns  of  geographically 
defined  populations  in  five  states:  Alabama,  California,  Illinois,  Montana,  and  Texas.  It 
compared  the  utilization  patterns  of  Medicare  beneficiaries  residing  in  rural  areas  with 
those  in  urban  areas  in  the  same  states  and  with  the  national  average  for  all  Medicare 
admissions.  Changes  in  utilization  patterns  during  the  study  period  were  also  identified. 
The  study  examined  all  inpatient  services  provided  to  Medicare  beneficiaries  age  65  or 
older  in  any  acute  care  hospital,  regardless  of  the  location  of  the  hospital  providing  services. 


1.  The  Codman  Research  Group  performed  this  analysis  as  subcontractor  to  the  American 
Medical  Review  Research  Center  under  contract  to  the  Department  of  Health  and  Human 
Services,  Health  Care  Financing  Authority,  health  Standards  and  Quality  Bureau  (500-88- 
0004),  for  the  project:  Small  Area  Analysis  of  Variation  in  Utilization  and  Outcomes  of 
Hospital  Care  among  Medicare  Beneficiaries  1984-1986. 

2.  Copies  of  these  Reports  may  be  obtained  by  writing  or  phoning  the  Codman  Research 
Group,  Inc.,  13  Dartmouth  College  Highway,  Lyme,  NH  03768  (603)795-4875. 
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Medicare  populations  in  rural  areas  were  grouped  into  five  types  to  determine  whether 
specific  circumstances,  such  as  being  served  predominantly  by  an  under  50  bed  hospital, 
limits  access  to  care.  To  test  whether  access  was  impaired  for  some  services  and  not  others. 
Diagnosis  Related  Groups  (DRGs)  were  aggregated  to  case  types  based  upon  two  criteria. 
The  first  was  whether  Medicare  beneficiaries  tend  to  use  local  or  referral  hospitals  for  the 
specific  admission.  The  second  was  whether  strong  consensus  exists  among  physicians  on 
the  need  for  hospitalization  for  treatment  of  the  condition  or  whether  a  particular 
procedure  is  appropriate. 

The  major  findings  of  this  study  were  that: 

Access  to  care  does  not  appear  to  have  been  impaired  for  Medicare  beneficiaries 
who  reside  in  rural  areas  in  the  five  states. 

Hospital  admission  rates  per  capita  were  significantly  higher  for  Medicare 
beneficiaries  residing  in  rural  areas  than  for  beneficiaries  in  urban  areas  in 
1984  and  1986. 

Hospital  admission  rates  for  Medicare  beneficiaries  in  both  urban  and  rural 
areas  in  all  five  states  decreased  between  1984  and  1986. 

Although  the  rate  of  decline  in  hospital  admission  rates  per  capita  was  greater 
for  rural  Medicare  beneficiaries  than  for  urban  beneficiaries,  rural  admission 
rates  remained  significantly  higher  than  urban  rates  in  1986. 

•  The  largest  decrease  in  Medicare  admission  rates  occurred  among  high 
volume  medical  conditions  for  which  there  is  relatively  weak  consensus  on  the 
need  for  hospitalization:  pneumonia,  congestive  heart  failure,  transient 
ischemic  attacks.  This  deaease  occurred  for  both  rural  and  urban 
beneficiaries  but  was  greatest  in  rural  areas.  These  medical  conditions 
represented  the  largest  component  of  rural  hospitals'  total  admissions. 

Admission  rates  remained  relatively  constant  for  treatments  and  procedures 
where  there  is  strong  consensus  on  criteria  for  admission,  as  in  hospitalization 
for  hip  fracture,  heart  attack  (acute  myocardial  infarction)  and  hernia  repair. 
Medicare  beneficiaries'  per  capita  admission  rates  for  these  treatment  and 
procedures  varied  little  from  one  area  to  another,  with  rural  rates  being 
slightly  higher  than  urban  ones. 

Admission  rates  for  surgical  procedures  ("excluding  those  with  a  strong 
outpatient  site  of  treatment  option)  are  nearly  equivalent  for  urban  and  rural 
Medicare  populations. 

The  use  of  technology  intensive  treatments  and  procedures  by  rural 
beneficiaries  increased  relative  to  urban  beneficiaries.  These  treatments  and 
procedures  generally  are  provided  in  rural  referral  centers  and  large  urban 
hospitals,  not  the  smallest  hospitals. 

Medical  conditions  for  which  DRG  payments  are  low  make  up  a  larger 
proportion  of  total  admissions  to  small  (<100  beds)  rural  hospitals  than  to 
rural  referral  centers  or  most  urban  hospitals.  The  small  hospitals  receive  few 
of  the  dollars  spent  on  surgery  and  technology-intensive  care,  and  therefore 
receive  less  revenue. 

•  The  hospital  utilization  patterns  of  Medicare  beneficiaries  in  rural  areas 
appear  to  be  becoming  more  like  those  of  urban  beneficiaries  both  in  terms 
of  per  capita  admission  rates  and  the  mix  of  clinical  services  they  receive. 

This  study  demonstrates  that  admission  rates  can  be  monitored  routinely  to 
evaluate  the  adequacy  of  access  to  hospital  care  for  rural  Medicare 
populations. 
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The  Medicare  population  age  65  and  over  was  chosen  for  this  study  because  it  is  the  largest 
consumer  of  medical  care  services,  and  is  the  group  most  affected  by  prospective  payment. 
In  addition.  Medicare  beneficiaries  comprise  the  only  large  patient  group  for  which  data  are 
uniformly  available  from  a  single  data  base.  There  are,  however,  some  limitations  to  the 
general  applicability  of  the  findings.  First,  there  may  be  significant  differences  in  the 
utilization  patterns  of  the  Medicare  population  and  that  of  the  younger,  non-Medicare 
population.  In  particular,  there  is  no  information  in  this  study  on  maternity-related  care. 
Second,  the  study  focuses  exclusively  on  inpatient  hospital  utilization;  access  to  other 
services  and  physicians  is  not  examined,  although  the  availability  and  quality  of  care  in  the 
primary  network  influence  hospitalization  rates,  a  phenomenon  we  address  later  in  this 
testimony.  Third,  the  study  is  limited  to  five  states.  While  these  five  states  might  be  fairly 
representative,  they  may  not  adequately  reflect  the  national  experience. 

Admissions  for  case  types  involving  some  degree  of  medical  subspecialties  and  high 
technology  usually  occur  either  in  rural  referral  centers  or  large  urban  hospitals.  They  have 
never  represented  a  substantial  portion  of  admissions  for  small  hospitals,  whether  rural  or 
urban.  Rural  Medicare  beneficiaries'  admission  rates  for  rapidly  developing  high 
technology-  or  expertise-intensive  procedures  and  treatments  are  an  important  index  of 
access  because  rural  beneficiaries'  use  rates  have  been  lower  than  urban  beneficiaries'  use 
rates  in  the  past.  During  the  period  1984-1986,  it  was  the  only  category  of  inpatient  service 
where  rural  beneficiaries'  utilization  rates  increased. 

The  greatest  difference  in  the  adjusted  admission  rates  between  study  years  and  between 
Medicare  beneficiaries  living  in  rural  and  urban  areas  exists  for  the  medical  diagnoses. 
This  is  consistent  with  the  historic  pattern  of  rural  admissions.  Additional  research, 
including  the  use  of  Medicare  Part  B  physician  services,  would  help  determine  whether 
rural  beneficiaries'  higher  admission  rates  for  medical  conditions,  regardless  of  hospital 
location,  are  correlated  with  the  quality,  quantity,  and  intensity  of  primary  care  services  in 
rural  areas. 

Effects  of  Decreasing  Admission  Rates  on  Rural  Hospitals 

Large  reductions  in  the  volume  of  admissions  affected  a  rural  hospital  more  than  change 
in  its  percent  of  local  Medicare  residents'  admissions  for  any  case  type.  A  25-bed  hospital 
in  rural  Texas,  for  example,  might  account  for  50  percent  of  the  local  Medicare  population's 
admissions  for  pneumonia  in  both  1984  and  1986,  but  the  number  of  patients  admitted  for 
pneumonia  decreased  during  the  period  from  40  to  15.  There  was  little  change  between 
1984  and  1986  in  the  percent  of  Medicare  beneficiaries'  admissions  made  to  rural  hospitals. 
However,  the  decrease  in  the  volume  of  admissions  to  rural  hospitals  was  substantial.  The 
percent  change  in  volume  was  not  equally  distributed  between  rural  and  urban  providers 
or  among  rural  provider  types.  Rural  hospitals  in  Texas,  for  example,  had  38  percent 
fewer  Medicare  admissions,  compared  to  a  decrease  of  21  percent  for  all  Texas  hospitals. 

Among  the  rural  provider  types,  hospitals  with  fewer  than  50  beds  lost  not  only  admission 
volume  but  also  received  a  smaller  share  of  total  admissions.  Larger  rural  hospitals  gained 
in  market  share.  Among  urban  areas  as  well,  the  largest  hospitals  most  often  improved 
their  market  positions. 

Closure  of  a  rural  hospital  could  affect  utilization  rates  of  Medicare  beneficiaries  living  in 
its  immediate  vicinity.  Valid  information  on  closures  was  not  available  in  this  study. 
However,  a  related  inquiry  on  the  impact  of  rural  hospital  closures  on  local  Medicare 
beneficiaries'  utilization  patterns  has  been  conducted  for  the  U.S.  General  Accounting 
Office  (GAO)  and  will  be  released  in  1990. 

Convergence  of  Patterns  between  Rural  and  Urban  Medicare  Populations 

It  is  not  known  whether  the  utilization  patterns  characteristic  of  urban  Medicare 
beneficiaries  represent  appropriate  levels  of  admissions  for  the  rural  Medicare  populations. 
This  study  does  not  provide  data  on  which  to  base  assessments  of  quality.  It  is  generally 
assumed,  however,  that  large  differentials  between  urban  and  rural  admission  rates  are 
undesirable  and  that  the  convergence  of  admission  rates  for  the  two  populations  for  all 
types  of  service  implies  more  equitable  access. 
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Identifying  Potential  Problems 

While  there  is  no  evidence  that  access  to  care  had  been  impaired  for  rural  Medicare 
beneficiaries  in  the  five  states  during  the  1984-1986  study  period,  there  is  a  need  for 
continued  review.  Medicare  beneficiaries  living  in  rural  areas  where  the  dominant  provider 
has  fewer  than  50  beds  had  the  highest  adjusted  admission  rates  for  all  case  types  for  which 
most  admissions  were  to  the  local  hospital.  Admission  rates  for  this  group  of  Medicare 
beneficiaries  declined  the  most  between  1984  and  1986.  In  Alabama,  33  percent  of  rural 
Medicare  beneficiaries  lived  in  areas  served  by  such  small  hospitals,  in  Texas  about  28 
percent.  These  under  50  bed  hospitals  are  the  most  susceptible  to  closure.  Moreover, 
residents  of  these  areas  receive  75  percent  or  more  of  inpatient  services  involving  medical 
or  surgical  subspecialties  or  high  technology  from  remote  providers.  Utilization  patterns 
for  these  populations  can  be  monitored  so  that  pockets  of  underservice  can  be  avoided  or 
eliminated. 


Using  Hospital  Data  to  Evaluate  Access  and  Quality  of  Outpatient  Services  in  New  York 
aty  (five  boroughs). 

Access  to  care  for  the  medically  indigent  has  reemerged  as  a  major  health  policy  issue  as 
efforts  by  government  and  private  payers  to  control  costs  have  created  increasing  strains  on 
the  health  care  delivery  system.  The  ability  of  health  care  providers  to  shift  the  costs  of 
care  for  the  indigent  to  paying  patients  is  becoming  more  difficult  as  Medicare,  Medicaid 
and  private  insurers  develop  more  sophisticated  mechanisms  to  control  reimbursement  and 
utilization.  Moreover,  these  developments  are  occurring  at  a  time  when  government 
programs  to  provide  health  care  services  to  the  poor  are  faced  with  growing  budget 
restraints  or  even  cutbacks. 

Accordingly,  there  is  increasing  need  to  develop  tools  to  assess  the  seriousness  of  the  access 
problem  for  the  medically  indigent  and  to  evaluate  the  effectiveness  of  programs  intended 
to  serve  these  populations.  The  Health  Systems  Agency  of  New  York  City  funded  a  study 
by  the  Codman  Research  Group  and  health  policy  consultant  John  Billings  to  try  to  meet 
this  challenge.  The  study  used  small  area  analysis  to  address  these  issues.  Specifically,  it 
examined  the  feasibility  of  using  some  types  of  hospital  admissions  --  those  involving 
conditions  that  can  often  be  managed  effectively  on  an  outpatient  basis  --  as  a  barometer 
for  access  problems  and  as  an  outcome  measure  for  the  performance  of  the  outpatient 
delivery  system. 

The  study  examined  hospital  discharge  abstract  data  for  every  resident  of  every  zip  code  in 
the  five  boroughs  of  New  York  City  for  all  causes  of  admission  for  the  years  1984  and  1987. 
The  principal  finding  were: 

For  diagnoses  where  timely  and  effective  outpatient  management  of  the 
condition  can  help  avoid  the  need  for  hospitalization,  a  strong  correlation  was 
found  in  the  under  age  65  population  between  the  admission  rate  and  the 
household  income  of  zip  code  areas.  The  extent  of  correlation  between 
income  and  admission  rates  for  these  ambulatory  care  sensitive  (ACS) 
conditions  is  remarkably  high.  Statistically,  68.6  percent  of  the  difference  in 
admission  rates  among  areas  is  "explained"  or  accounted  for  by  the  percentage 
of  households  in  the  areas  with  incomes  below  $15,000. 

The  magnitude  of  the  difference  in  ACS  admission  rates  between  high  and 
low  income  zip  codes  is  large.  The  zip  code  with  the  highest  percentage  of 
low  income  residents  had  an  ACS  admission  rate  7.5  times  higher  than  the 
admission  rate  for  the  zip  code  with  the  lowest  percentage  of  low  income 
residents.  The  difference  in  admission  rates  for  adult  bronchitis  and  asthma, 
for  example,  was  15-fold,  for  diabetes,  11-fold. 

For  most  conditions,  race  or  ethnicity  had  a  relatively  small  effect  on  hospital 
admission  rates  compared  to  income.  Whereas  income  accounted  for  68.6 
percent  of  the  ACS  admission  rate,  percent  black  added  only  4.3  percent 
explanatory  power  and  the  percent  Hispanic  added  less  than  0.1  percent. 


31-910  -  90  -  4 


70 


This  general  lack  of  a  strong  correlation  of  admission  rates  was  also  found 
with  most  of  the  individual  diagnoses  that  are  included  in  the  ACS  grouping, 
with  the  exception  of  hypertension  where  the  percent  black  accounted  for 
about  half  of  the  variation  between  area  admission  rates. 

•  The  city-wide  age/sex  adjusted  admission  rate  per  thousand  residents  rose 
approximately  5  percent  between  1984  and  1987  for  ACS  conditions. 
However,  change  in  the  rate  in  individual  zip  codes  was  dramatic. 

This  last  finding  has  important  implications  for  public  policy,  not  only  in  New  York  but  also 
nationally.  Within  several  South  Bronx  communities  where  ACS  admission  rates  fell, 
virtually  all  the  reduction  came  from  decline  in  otitis  media  and  bronchitis/asthma 
admissions,  conditions  that  are  highly  sensitive  to  the  availability  of  timely  outpatient  care 
and  management.  Further  investigation  is  required  to  determine  how  much  of  this 
reduction  may  represent  underservice  because  of  the  closure  of  Prospect  Hospital  and  how 
much  represents  changes  that  are  taking  place  in  the  organization  or  operation  of 
ambulatory  care  facilities  and  programs  for  the  indigent 

Among  the  zip  codes  in  Harlem  which  saw  27-47  percent  increases  in  ACS  admissions, 
almost  60  percent  of  the  increase  came  for  a  rise  in  rates  for  respiratory  infections, 
pneumonia,  and  cellulitis  ~  conditions  that  often  afflict  the  homeless.  These  communities 
may  have  experienced  a  proportionately  larger  increase  in  the  homeless  population  than 
neighboring  areas,  or  the  outpatient  delivery  system  and  social  service  agencies  in  these  zip 
codes  may  also  have  been  simply  less  effective  in  responding  to  the  needs.  Again,  further 
investigation  is  required. 

Summary  and  Recommendatioiis 

While  the  New  York  City  study  was  regarded  as  preliminary,  the  authors  of  the  summary 
repon  strongly  recommended  several  actions.  First,  they  advised  that  the  existing  data 
should  be  analyzed  further,  enriching  the  context  with  information  from  surveys  of  health 
status,  death  rates,  or  other  demographic/health  characteristics.  Second,  the  data  base 
should  be  updated  annually  to  monitor  the  stability  of  the  findings  and  potentially  to  assess 
the  effectiveness  of  interventions.  Finally,  they  recommended  related  research  such  as 
evaluations  of  admission  appropriateness/severity  based  on  a  sample  of  medical  records, 
interviews  with  patients  admitted  for  selected  diagnoses  to  obtain  information  on  income, 
health  care  habits,  and  self-reported  problems  with  respect  to  access,  etc. 

The  research  on  utilization  of  health  care  by  rural  Medicare  beneficiaries  led  ProPAC  to 
conclude  that  although  the  declines  in  Medicare  admissions  to  small  rural  hospitals  that 
have  occurred  so  far  represent  changes  in  the  site  of  care  and  shifts  in  the  pattern  of  rural 
hospital  usage  by  Medicare  beneficiaries,  additional  study  is  necessary  to  understand  better 
the  ongoing  pattern  of  hospital  closures,  the  availability  of  alternative  services,  and  the 
impact  on  access  and  quaUty  for  Medicare  beneficiaries.  (3) 

Based  on  these  two  studies,  and  other  comparable  research  undertaken  by  the  Codman 
Research  Group,  we  would  Hke  to  endorse  ProPAC's  recommendations  in  its  March  1, 1990 
report,  specifically  for: 

Continued  monitoring  of  hospital  closures,  the  availability  of  alternative 
services,  and  of  the  access  and  quality  of  health  care  services  for  Rural 
Medicare  beneficiaries. 

Development  of  a  database  that  would  allow  examination  of  the  total  volume 
of  selected  procedures  performed  in  a  hospital.  Such  a  database  would 
include  the  number  of  procedures  performed  by  physicians  in  each  hospital 
in  which  they  practice.   It  should  include  data  from  Medicare  and  other 
payers. 


The  Codman  Research  Group's  experience  analyzing  Medicare  beneficiaries'  hospital  use 
nationwide  between  1984-1986,  on  behalf  of  the  Health  Care  Financing  Administration, 
demonstrates  that  a  national  Medicare  database  can  be  developed  at  relatively  low  cost. 
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Similarly,  CRG's  research  on  access  to  hospital  inpatient  services  among  rural  Medicare 
beneficiaries  for  both  ProPAC  and  the  G.A.O.  demonstrates  the  value  of  this  database  for 
monitoring  both  access  and  the  impact  of  interventions  such  as  Prospective  Payment. 
Moreover,  with  government  leadership,  it  is  possible  to  create  such  a  national  database  not 
only  for  Medicare  but  also  for  Medicaid  and  other  federal  and  state  programs  for  medical 
assistance. 

The  foundation  exists  today  for  creating  a  single,  national  Medicare  database  which  will 
meet  both  the  objectives  contained  in  the  ProPAC  recommendations.  It  would  provide  the 
public  an  unprecedented  foundation  for  monitoring  utilization,  access,  and  costs  of  care  as 
well  as  for  numerous  focused  studies  such  as  the  quantitative  evaluation  of  hospital  and 
physician  performance  relative  to  specific  procedures. 


3.  Prospective  Payment  Assessment  Commission,  Report  and  Recommendations  to  the 
Secretary,  U.S.  Department  of  Health  and  Human  Services,  March  1,  1990. 
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Chairman  Stark.  Thank  you,  very  much. 
Mr.  Van  Hook. 

STATEMENT  OF  ROBERT  T.  VAN  HOOK,  EXECUTIVE  DIRECTOR, 
NATIONAL  RURAL  HEALTH  ASSOCIATION,  KANSAS  CITY,  MO. 

Mr.  Van  Hook.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee. 

It  is  again  my  pleasure  to  be  here  to  testify  on  the  behalf  of  rural 
hospitals  and  on  behalf  of  the  membership  of  the  National  Rural 
Health  Association. 

Last  year.  Congress  included  a  wealth  of  provisions  in  the  1989 
Reconciliation  Act  to  improve  the  health  care  services  to  rural 
Americans,  including  a  significant  increase  in  the  rural  hospital 
update,  physician  payment  reform,  which  we  hope  will  help,  an  ex- 
pansion of  the  Rural  Health  Clinics  Act,  improvements  in  the  Med- 
icare reimbursement  for  sole  community  hospitals  and  the  estab- 
lishment of  the  essential  access  community  hospital  and  rural  pri- 
mary care  hospitals  programs.  Several  of  these  provisions  were 
originally  included  in  legislation  introduced  by  Representative 
Pickle  in  early  1989  and  others  were  the  Chairman's  own  initiative. 
And  we  very  much  appreciate  the  work  of  this  committee  and  its 
chairman  in  addressing  the  issues  of  rural  health  care  and  your 
willingness  to  listen  again  today  as  we  come  back  to  talk  about  fur- 
ther actions  that  are  needed  on  behalf  of  rural  health  care. 

I  would  also  like  to  note  something  that  has  struck  me  from  the 
testimony  earlier  today,  and  from  my  previous  knowledge,  and 
from  the  fact  that  I  live  in  Kansas  City,  Mo.,  and  that  is  that  there 
are  significant  problems  in  inner-city  urban  hospitals  that  should 
not  be  ignored.  We  recognize  those  problems  and  we  feel  a  tug  and 
pull  as  we  sit  and  listen  to  the  problems  of  inner  cities,  many  of 
which  relate  to  the  urban  social  pathologies,  and  others  to  over- 
crowding. And  so  we  recognize  the  need  for  balance  and  we  appre- 
ciate the  problems  that  the  committee  has  in  trying  to  address 
these  multiple  needs. 

We  are  also  struck  by  a  question  from  a  State  representative 
from  Minnesota  who  asked  ''Why  do  we  need  rural  hospitals? 
Urban  hospitals  have  helicopters  don't  they?"  That  is  a  pretty 
frightening  statement.  Maybe  we  ought  to  figure  some  sort  of  re- 
verse bussing  program  to  move  some  of  the  overcrowding  out  to  the 
lower-cost  rural  hospitals.  That  idea  may  not  hold  very  much 
water,  but  it  does  make  one  pause  to  think. 

Although  significant  progress  has  been  made  in  improving  the 
programs  affecting  the  delivery  of  health  services  in  rural  areas, 
further  action  is  needed.  First  of  all,  and  most  importantly,  we 
really  strongly  oppose  the  administration's  recommendations  to  gut 
the  Medicare  program  this  year.  We  know  Congress  has  limited 
money,  but  we  also  recognize  that  we  do  need  to  keep  pace  with 
inflation  this  year. 

Last  year.  Congress  passed  legislation  requiring  the  Secretary  of 
Health  and  Human  Services  to  develop  a  plan  for  eliminating  the 
urban/rural  differential  in  hospital  payments  and  that  is  to  be  im- 
plemented by  1995.  And  but  many  rural  hospitals  cannot  wait  until 
1995  for  implementation.  We  believe,  along  with  Congressman 
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Dorgan,  that  the  remaining  7  to  8  percent  in  the  urban/ rural  dif- 
ferential in  the  standardized  Medicare  payment  should  be  eliminat- 
ed in  this  year.  Congressman  Wyden  has  also  introduced  that  as  a 
part  of  the  Rural  Health  Improvement  Act  of  1990. 

According  to  the  Congressional  Budget  Office  the  differential  is 
only  $400  million  and  we  actually  have  a  study  by  Lewin  &  Associ- 
ates that  was  done  last  year,  that  pegs  the  figure  at  $353  million  to 
raise  the  rurals  up  to  the  small  urban  rate,  without  touching  the 
large  urban  hospitals.  We  feel  that  is  a  very  small  price  to  pay  for 
basic  fairness.  That  unfair  condition  of  chronically  low  payments 
has  been  going  on  for  6  years.  The  pain  that  a  lot  of  the  urban  hos- 
pitals are  feeling  now  has  long  been  felt  by  the  rural  hospitals.We 
also  would  caution  the  committee  in  looking  at  adjusting  those 
rates  based  on  current  costs.  The  same  holds  true  when  dealing 
with  the  area  wage  index.  I  would  caution  you  to  be  careful  when 
adjusting,  based  on  current  costs,  because  chronically  low  PPS  pay- 
ments tend  to  depress  costs  over  time.  The  old  adage  that  ''you 
cannot  spend  what  you  do  not  have,"  holds  quite  true. 

We  also  feel  that — and  I  believe  this  is  becoming  a  more  com- 
monly held  view — that  the  perspective  payment  system  does  not 
work  very  well  as  a  payment  methodology  for  small  hospitals.  They 
just  have  too  few  cases  for  the  DRG-based  system  which  requires  a 
large  number  of  cases,  in  order  to  average  out.  While  we  have  both 
philosophical  and  methodological  concerns  about  cost-based  reim- 
bursement, we  still  believe  that  those  under-50  bed  rural  hospitals 
should  be  returned  to  some  sort  of  cost-based  reimbursement. 

This  is  a  very  difficult  and  sensitive  problem.  The  impact  on  the 
Medicare  budget  of  returning  small  rural  hospitals  to  cost-based 
payment  would  be  relatively  small  though,  since  these  are  low-cost, 
low- volume  providers. 

We  are  very  concerned  about  the  administration's  proposal  to  cut 
out-patient  payments  to  hospitals.  Hospital  out-patient  charges  are 
a  higher  percentage  of  charges  for  rural  hospitals  than  for  urban 
hospitals.  Therefore,  any  cuts  in  outpatient  payments  have  a  dis- 
proportionate impact  on  the  smaller  hospitals. 

Over  the  past  several  years,  rural  hospitals  have  tried  to  do  what 
Congress  has  wanted  them  to  do — to  shift  from  in-patient  to  out- 
patient care.  Rural  hospitals  have  been  clobbered  already  by  earli- 
er reductions  in  out-patient  payments,  and  the  additional  10  per- 
cent cut  proposed  in  the  President's  budget  could  have  a  disastrous 
impact  on  rural  hospitals. 

We  would  also  like  to  support  Congressman  Lancaster's  recom- 
mendation for  a  change  in  the  disproportionate  share  adjustment. 
As  you  are  considering  changes  at  the  top  end  of  that  dispropor- 
tionate share  adjustment,  remember  the  hospitals  in  Arkansas  and 
Mississippi  and  other  places  that  have  40  percent  or  more  Medicaid 
volume?  These  hospitals  are  hurting  the  same  way  that  the  inner- 
city  urban  hospitals  are,  especially  in  the  States  that  lack  adequate 
payment  under  their  Medicaid  programs. 

We  also  hope  that  you  will  take  a  look  at  the  area  wage  index. 
We  are  concerned  about  what  HCFA  is  going  to  come  out  with  in 
the  fall,  and  we  hope  that  you  will  take  a  careful  look  at  that. 
There  was  a  recent  article  published  in  Health  Care  Financing 
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Review  that  says  that  2.5  to  4  percent  of  the  area  wage  index  is 
erroneously  calculated  due  to  its  methodology. 

And  finally,  I  just  wish  to  echo  what  Jim  Bernstein  said  about 
the  essential  access  community  hospitals  and  rural  primary  care 
hospitals  programs.  We  are  very  supportive  of  these  programs.  We 
think  that  they  offer  new  options  for  rural  hospitals  to  meet  the 
needs  of  their  rural  communities.  We  hope,  however,  that  there 
will  be  plenty  of  flexibility  in  the  program  is  it  comes  out  in  regu- 
lation. 

And,  again,  Mr.  Stark  and  other  members  of  the  committee,  we 
sincerely  appreciate  your  efforts  on  behalf  of  health  care  in  general 
and  the  rural  health  care  delivery  system  as  well. 

Thank  you. 

[The  statement  of  Mr.  Van  Hook  follows:] 
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Statement  of  the 
National  Rural  Health  Association 
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House  Ways  and  Means 
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Mr.  Chairman  and  Members  of  the  House  Ways  and  Means  Subcommittee 
on  Health,  my  name  is  Robert  T.  Van  Hook  and  I  am  the  executive  director  of  the 
National  Rural  Health  Association  (NRHA).  I  am  very  pleased  to  be  here  on  behalf 
of  the  NRHA's  diverse  membership. 

Last  year.  Congress  included  several  provisions  in  the  1989  Reconciliation 
Act  to  improve  the  delivery  of  health  care  services  to  rural  Americans,  including:  a) 
a  significant  increase  in  the  rural  hospital  update;  b)  physician  payment  reform;  c) 
expansion  of  the  Rural  Health  Clinics  Act;  d)  improvements  in  Medicare 
reimbursement  for  sole  community  hospitals;  and  e)  the  establishment  of  the 
Essential  Access  Community  Hospitals  and  Rural  Primary  Care  Hospitals  Programs. 
Several  of  the  provisions  that  I  just  mentioned  were  originally  included  in 
legislation  that  was  introduced  by  Representative  Pickle  in  early  1989.  Mr. 
Chairman,  NRHA  is  very  appreciative  of  your  efforts  to  work  with  Representative 
Pickle  and  other  members  of  the  Ways  and  Means  Committee  in  producing  last 
year's  comprehensive  rural  health  care  package.  We  are  grateful  for  your 
willingness  and  the  subcommittee's  to  listen  to  our  concerns  and  to  try  and  resolve 
some  of  the  problems  confronting  rural  health  care. 

Although  significant  progress  has  been  made  in  improving  the  programs 
effecting  the  delivery  of  rural  health  care  services,  further  action  is  needed.  First 
and  most  importantly,  NRHA  opposes  significant  budget  reductions  in  the  Medicare 
program.  Medicare  cutbacks  would  be  especially  harmful  to  rural  and  inner-city 
hospitals,  physicians  and  ultimately,  their  patients.  The  Administration  is 
proposing  a  $5.6  billion  reduction  in  the  Medicare  program  for  Fiscal  Year  1991;  $3.4 
billion  would  come  from  Part  A  payments  to  hospitals  and  $2.2  billion  would  come 
from  Part  B.  Other  Medicare  reductions  that  are  proposed  in  the  President's  budget 
include: 

a)  a  4.1  percent  update  for  all  hospitals  with  no  distinction  made  between 
urban  and  rural.  If  this  update  factor  is  adopted  by  Congress,  the  update  will 
fall  well  below  the  inflation  rate; 

b)  a  10  percent  cut  in  outpatient  services;  and 

c)  a  15  percent  reduction  in  hospital  capital  payments. 

NRHA  strongly  opposes  these  three  proposals  for  the  following  reasons: 

a)  Hospital  Update:  The  hospital  update  must  at  least  keep  pace  with 
inflation, 

otherwise  it  becomes  a  reduction  in  payments.  Clearly,  rural  hospitals,  a  majority  of 
which  are  already  losing  money  on  Medicare,  cannot  afford  further  Medicare  cuts, 
especially  at  a  time  when  they  are  transitioning  to  better  meet  their  patients'  needs. 

Last  year.  Congress  passed  legislation  requiring  the  Secretary  of  Health  and 
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Human  Services  to  develop  a  plan  for  eliminating  the  urban /rural  differential  in 
Medicare  hospital  payments,  and  that  plan  is  to  be  fully  implemented  by  1995. 
However,  many  rural  hospitals  cannot  w^ait  until  1995  for  implementation.  NRHA 
believes  that  Congress  should  fully  eliminate  the  remaining  7.8  percent  urban/rural 
differential  in  standardized  Medicare  hospital  payments  in  FY  91  as  will  be  called  for 
in  Representative  Byron  Dorgan's  proposal  that  he  will  introduce  later  in  the  week. 
Representative  Ron  Wyden  has  also  included  the  elimination  of  the  urban/rural 
differential  in  his  Rural  Health  Improvement  Act  of  1990.  According  to  the 
Congressional  Budget  Office,  the  cost  of  eliminating  the  differential  is  $400  million, 
and  that  seems  a  small  price  to  pay  for  basic  fairness.    NRHA  opposes  adjusting 
standardized  rates  based  on  current  costs,  because  chronically  low  PPS  payment  rates 
tend  to  depress  costs  over  time.  The  adage,  "You  can't  spend  what  you  don't  have" 
holds  true. 

Generally  speaking,  the  Prospective  Payment  System  (PPS)  does  not  work 
well  as  a  payment  methodology  for  the  smallest  rural  hospitals.  The  reason  is  that 
these  hospitals  do  not  have  the  large  numbers  of  cases  that  are  essential  for  the  DRG 
-  based  system  to  properly  function.  While  we  have  both  philosophical  and 
methodological  concerns  about  cost-based  reimbursement,  NRHA  recommends  that 
Congress  consider  cost-based  reimbursement  for  all  rural  hospitals  under  50  beds. 
Both  the  Prospective  Payment  Assessment  Commission  and  the  National  Advisory 
Committee  on  Rural  Health  (in  its  second  annual  report  to  the  Secretary  of  HHS) 
have  noted  that  hospitals  under  50  beds  have  been  the  most  financially  vulnerable 
under  PPS.  Since  these  hospitals  tend  to  be  low-cost,  low-volume  providers,  the 
impact  on  the  Medicare  budget  of  returning  these  hospitals  to  cost-based 
reimbursement  would  be  minimal. 

b)  Outpatient  payments:  Hospital  outpatient  charges  are  a  higher  percentage 
of  total  charges  for  rural  hospitals  than  for  urbans.  Studies  indicate  that  rural 
hospital  outpatient  services  account  for  35-40  percent  of  all  rural  hospital  charges 
compared  to  18-22  percent  for  urban  institutions.  According  to  the  American 
Hospital  Association,  between  1984-1988,  total  outpatient  visits  to  rural  hospitals 
rose  by  over  33  percent  and  emergency  visits  increased  approximately  13  percent. 
The  rate  of  increase  in  outpatient  visits  in  rural  hospitals  was  greatest  for  smaller 
facilities,  especially  those  facilities  with  25-49  beds.  It  is  also  important  to  note  that 
outpatient  surgery  accounts  for  approximately  one-half  of  total  surgeries  performed 
in  rural  hospitals. 

Recent  reductions  in  Medicare  payments,  such  as  for  outpatient  surgery  and 
laboratory  services,  have  had  a  disproportionately  negative  impact  on  rural 
hospitals.  The  additional  10  percent  cut,  proposed  in  the  President's  budget,  could 
have  a  disastrous  impact  on  access  to  rural  health  care  services.  NRHA  urges 
Congress  to  pay  rural  hospitals  for  outpatient  services  on  a  reasonable  cost  basis  and 
to  resist  any  additional  reductions  in  payments  for  outpatient  services. 

c)  Hospital  capital:  Many  rural  hospitals  were  constructed  during  the  1950s 
and  1960s  under  the  Hill-Burton  Program  and  are  in  need  of  renovation. 
Additionally,  without  access  to  capital,  rural  hospitals  may  slip  in  their  ability  to 
acquire  the  technology  that  modern  medicine  demands.  Medicare  pays  for 
approximately  50  percent  of  patient  care  in  rural  hospitals  and  therefore,  accounts 
for  a  large  percentage  of  their  capital  expenses.  Capital  payments  for  most  rural 
hospitals  are  pegged  at  85  percent  of  historical  costs.  NRHA  encourages  Congress  to 
increase  the  percentage  of  capital  cost  pass-through  for  rural  hospitals  rather  than 
reducing  capital  payments. 

Although  progress  has  been  made  regarding  the  urban/rural  differential  in 
Medicare  standardized  payments,  there  is  another  component  of  the  Medicare 
hospital  payment  equation  that  needs  to  be  examined  -  the  area  wage  index.  The 
area  wage  index  is  a  considerably  larger  source  of  inequity  than  the  standardized 
DRG  payments.  A  recent  article  in  HCFA's  own  Health  Care  Financing  Review 
(Fall,  1989)  acknowledged  basic  flaws  in  the  area  wage  index  methodology  that  build- 
in  errors  of  2.5-4  percent  in  aggregate  that  could  result  in  errors  as  high  as  10  percent 
when  comparing  selected  rural  and  urban  areas.  The  National  Advisory  Committee 
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on  Rural  Health  has  recommended  that  the  Congress  should  enact  legislation  to 
require  the  Secretary  to  implement  a  refined  area  wage  adjustment  that  better 
reflects  actual  variations  in  wages  for  professional  and  nonprofessional  employees. 
It  is  my  understanding  that  HCFA  will  issue  some  refinements  for  calculating  the 
area  wage  index  in  September.  NRHA  looks  forward  to  working  with  this 
committee  in  refining  the  area  wage  index  so  that  it  will  be  equitable  for  both  urban 
and  rural  areas. 

Finally,  I  wish  to  address  Essential  Access  Community  Hospitals  and  Rurcil 
Primary  Care  Hospitals,  known  as  "Eaches"  and  "Peaches."  The  creation  of  this 
program  will  hopefully,  provide  incentives  to  create  systems  of  care  and  will  offer  a 
new  option  to  those  rural  areas  where  access  to  health  care  services  is  currently  at 
great  risk.  NRHA  has  been  working  with  your  staff  and  HHS  in  seeing  that  this 
program  has  sufficient  flexibility  to  meet  the  diverse  needs  of  rural  areas.  It  is 
flexibility  that  will  determine  whether  or  not  this  program  is  successful  in  fulfilling 
its  purpose:  providing  essential  health  care  services  to  individuals  residing  in  rural 
areas  who  currently  have  little  or  no  access  to  care.  There  is  some  possibility  that 
technical  amendments  to  the  EACH  and  RPCH  programs  will  be  necessary  even 
before  its  full  implementation.  We  will  continue  to  work  with  the  committee  to 
assure  that  its  good  intentions  are  fulfilled. 

The  National  Rural  Health  Association  truly  appreciates  the  work  of  this 
committee  in  addressing  the  difficult  issues  facing  rural  health  care.  However, 
further  action  is  needed  so  that  rural  Americans,  who  comprise  25  percent  of  the 
population,  will  continue  to  have  access  to  high  caliber  health  services  which  are  an 
essential  part  of  their  economies  and  their  quality  of  life.  NRHA  looks  forward  to 
working  with  all  of  you  in  fulfilling  this  most  important  task. 
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Chairman  Stark.  Thank  you. 

Dr.  Caper,  I  know  people  who  do  research  do  not  like  a  casual 
interpretation  of  their  data,  but  it  appears  to  me  that  the  results  of 
your  research  indicate  that  a  lot  of  rural  residents  elect  to  go  to 
hospitals  at  a  greater  distance  than  the  rural  hospital  closest  to 
them,  for  a  variety  of  reasons. 

And  that  represents  a  growing  percentage  of  our  Medicare  bene- 
ficiaries. 

Dr.  Caper.  That  is  right. 

Chairman  Stark.  You  are  silent  as  to  why  this  is  happening. 
Is  it  because  the  local  hospital  is  closed  or  does  not  provide  the 
service? 

Dr.  Caper.  I  think  it  is  because  the  more  sophisticated  regional 
centers  and  the  urban  centers  are  developing  technologies  and  ac- 
quiring technologies  which  may  not  be  as  easily  available  in  the 
very  small  rural  hospitals. 

Chairman  Stark.  How  about  physician-owned  joint  ventures?  Is 
that  effective? 

Dr.  Caper.  Well,  you  know,  from  our  data  alone,  it  is  impossible 
to  say  what  the  underlying  reasons  are.  While  I  think  that  may 
have  some  role,  I  think  it  is  a  relatively  minor  role  if  there  is  one. 

Chairman  Stark.  How  about  just  marketing — I  mean,  just  good 
old-fashioned  entrepreneurship,  advertising  and  

Dr.  Caper.  It  could  be.  I  think  the  reasons  underlying  the  dy- 
namics of  this  phenomenon  are  probably  going  to  vary  from  one  lo- 
cality to  another,  which  is  why  it  is  important  to  have  very  good 
specific  local  data  which  we  can  now  provide. 

But  I  think  the  basic  phenomenon  simply  has  to  do  with  the  re- 
gionalization  of  services  which  is,  in  fact,  occurring.  And  these  very 
small  hospitals — the  function  of  these  very  small  hospitals  appears 
to  be  changing.  And  whether  that  is  driven  by  the  reimbursement 
system  or  by  something  else  is  difficult  to  ferret  out  of  the  data. 

Chairman  Stark.  Can  you  identify  who  made  the  decision,  the 
doctor  or  the  patient? 

Dr.  Caper.  Cannot  tell. 

Chairman  Stark.  Can  you  guess? 

It  seems  to  me,  whenever  I  have  been  involved  in  this,  either  di- 
rectly or  with  my  own  family,  it  is  the  doctor  who  picks  the  hospi- 
tal if  it  is,  in  fact,  a  surgical  procedure  that  the  doctor  is  involved 
in.  If  you  go  because  you  ache  and  you  need  an  emergency  room, 
that  is  something  else. 

Dr.  Caper.  Well  I  think  certainly  both  are  important  in  making 
that  decision.  But  I  think  the  real  question  is  

Chairman  Stark.  If  the  doctors  are  not  going  to  send  the  pa- 
tients to  the  rural  hospital,  the  arguments  that  we  are  having  here 
today  are  kind  of  moot.  They  are  useless,  aren't  they? 

Dr.  Caper.  Well  I  think  that  is  true.  But  I  do  not  think  what  we 
are  seeing  here  is  in  any  sense  a  conspiracy  by  physicians  not 
to  

Chairman  Stark.  I  am  not  suggesting  a  conspiracy.  I  am  just 
suggesting  that  whether  it  is  convenience  or  a  chance  for  more 
income  or  whatever,  that  the  doctors  would  prefer  to  practice 
where  they  have  more  services,  more  sophisticated  technology  and 
certainly,  to  the  extent  they  can  concentrate  most  of  their  practice 
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in  one  hospital,  they  spend  a  lot  less  time  themselves  driving  to  see 
their  patients  in  hospitals.  So  it  would  seem  to  me  that  if  the  doc- 
tors are  not  going  to  support  the  hospitals — certainly  the  for-profits 
spend  enormous,  obscene  amounts,  to  woo  doctors  away  from  other 
hospitals.  And  I  presume  they  do  that  because  they  are  going  to  get 
more  business. 

Dr.  Caper.  Well  I  think  that  is  certainly  the  case  in  that  situa- 
tion. But  I  think  more  accurately,  perhaps  as  accurately  as  we  can 
from  the  data,  describe  what  is  going  on  in  rural  areas — what  is 
happening  is  that  many  of  the  technology-based  services  that  are 
now  developing  are  very  capital-intensive;  they  are  very  expensive. 
And  larger  hospitals  are  simply  better  able  to  afford  the  acquisi- 
tion of  these  services  than  are  the  small  rural  institutions. 

When  that  happens,  I  think  the  physician  in  treating  a  particu- 
lar patient,  who  wants  to  get  them  the  most  up  to  date  technology, 
is  going  to  send  them  where  the  technology  is.  And  what  we  are 
seeing  happening  in  these  rural  hospitals  is  that  those  technology 
and  specialty-intensive  services  seem  to  be  in  fact,  for  whatever 
reason — and  I  think  the  reason  will  vary  from  one  place  to  an- 
other— becoming  concentrated  in  the  larger  centers,  leaving  the 
rural  hospitals  to  care  for  a  more  purely  chronically  ill  population, 
and  we  think  also,  from  our  statewide  databases,  a  population 
dominated  more  by  Medicare  beneficiaries. 

So  their  function  is  really  changing  from  that  of  a  kind  of  a  full- 
service  hospital  to  hospitals  providing  secondary  level  or  perhaps 
even  high  level  nursing  home  care  to  the  residents  of  those  areas.  I 
think  those  services  are  important.  And  I  think  there  is  some  argu- 
ment for  retaining  those  services. 

Chairman  Stark.  They  may  not  be  as  prestigious,  unfortunately. 

Dr.  Caper.  Well,  they  are  not  as  prestigious  and  they  are  not  as 
lucrative.  And  I  think  that  that  is  the  crux  of  the  financial  prob- 
lems facing  these  very  small  hospitals.  So  the  question  is  which  is 
the  chicken  and  which  is  the  egg? 

Chairman  Stark.  The  second  inference  that  I  can  draw  from 
your  testimony — and  the  question  is  are  you  prepared  to  hire  your- 
self out  on  commission  based  on  the  amount  that  you  can  prove 
and  get  CBO  to  agree  with  you;  in  an  inner  city  hospital,  where 
there  is  an  absence  of,  I  presume,  primary  care  physicians,  hospital 
admissions  go  up. 

Dr.  Caper.  Right. 

Chairman  Stark.  So  the  theory  is  that  if  we  subsidize  doctors  to 
practice  in  the  inner  city,  my  hospital  costs  could  go  down. 

Dr.  Caper.  That  is  one  theory,  but  I  do  not  necessarily  agree 
with  it. 

Chairman  Stark.  Oh,  you  do  not?  All  right,  I  was  hoping  maybe 
that  is  what  you  would  agree  with,  and  then  we  could  both  con- 
vince CBO. 

Dr.  Caper.  Well,  let  me  tell  you  about  one  other  finding.  When 
we  looked  at  the  relationship  between  admission  rates  and  income 
levels  for  Medicare  beneficiaries,  much  of  the  correlation  disap- 
peared. So  people,  even  though  they  are  poor,  who  have  access  to 
adequate  health  insurance,  do  not  differ  very  much  from  people 
who  are  more  affluent  in  their  access  to  care,  at  least  in  New  York 
City. 
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I  think  the  implication  of  our  study  is,  in  fact,  that  the  absence 
of  adequate  primary  care  in  many  of  these  areas  is  leading  people 
to  seek  care  later  in  the  course  of  their  illness  when  they  are 
sicker.  They  seek  care  from  emergency  rooms  or  hospitals  where 
they  are  more  likely  to  be  admitted. 

I  think  automatically  pumping  more  money  into  the  outpatient 
and  care  sector,  which  I  advocate,  will  not  necessarily  save  money 
on  the  hospital  side  unless  we  simultaneously  do  something  to  con- 
strain expenditures  on  that  side.  What  we  have  seen  through  our 
studies  over  the  years  is  that  this  system  is  like  a  balloon,  and  if 
you  press  in  one  place,  it  pops  out  someplace  else.  I  think  that  we 
just  simply  have  to  begin  to  face  that  fact. 

And  although  it  is  not  a  popular  topic  to  talk  about,  I  think  that 
in  order  to  provide  additional  access  to  care  and  to  justify  it  eco- 
nomically and  politically,  we  are  going  to  have  to  simultaneously 
pay  attention  to  the  cost  containment  side.  What  we  need  to  do  is 
to  begin  to  shift  resources  in  this  system.  I  think  we  are  spending 
plenty  of  money  in  health  care,  but  we  are  not  spending  it  very 
well. 

Chairman  Stark.  Well  that  is  my  next  and  last  comment.  I  guess 
I  would  ask  both  Mr.  Bernstein  and  Mr.  Van  Hook  to  comment. 
Mr.  Van  Hook  suggests  that  there  is  still  an  eternal  hope  that  we 
would  reimburse  all  rural  hospitals  under  50  beds  on  a  cost-based 
reimbursement.  And  after  listening  to  Dr.  Caper,  my  worst-case 
scenario  would  be  that  those  2,000  hospitals  under  50  beds  would 
all  run  out  and  buy  an  MRI  machine,  which  Medicare  would, 
under  the  cost-reimbursement  theory,  have  to  pay  for  even  if  it  was 
only  used  once  a  year. 

That,  in  the  extreme  analysis,  is  my  fear  and  reservation  about 
just  going  back  to  the  old  cost-based  reimbursement  system.  The  in- 
centives are  all  wrong.  As  I  say,  that  is  an  extreme  illustration,  but 
it  is  what  troubles  me. 

I  will  go  the  other  way  and  say  if  we  got  the  conversion  and  the 
referral  center  or  the  skilled  nursing  center  in  a  trade-off  for  hospi- 
tals merging  or  changing  their  mode  of  operation,  with  some  limits 
as  to  what  services  they  would  or  would  not  provide,  then  cost- 
based  reimbursement  might  make  ultimate  good  sense.  I  do  not 
know  whether  that  is  clear,  but  maybe  you  could  both  comment  on 
that. 

Mr.  Van  Hook.  Mr.  Chairman,  you  know,  I  personally  and  philo- 
sophically agree  with  you.  We  cannot  fix  all  these  problems.  And 
there  are  major  structural  problems  out  here  in  rural  health  care. 
The  EACH  and  RPCH  programs  rightly  acknowledged  those  prob- 
lems and  tried  to  approach  a  solution  last  year.  I  am  confident  it 
will  help  as  it  becomes  implemented.  There  are  problems  that 
cannot  be  fixed  solely  through  the  Medicare  reimbursement  pro- 
gram. 

And  I  share  your  concerns  about  inappropriate  technology  pur- 
chases, and  I  would  hate  to  see  that  happen.  Another  thing,  that 
concerns  me  about  going  to  cost-based  reimbursement,  is  that  the 
incentives  under  the  EACH  and  RPCH  programs  for  regionaliza- 
tion  would  disappear.  I  think  there  needs  to  be  more  of  a  push 
toward  linking  rural  health  providers. 
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While  I  share  some  of  your  concerns,  I  also  have  great  concern 
about  the  smallest  of  the  rural  hospitals  that  can  still  operate  as 
acute  care  hospitals.  They  are  the  ones  that  do  not  have  an  aver- 
age daily  census  of  less  than  five  that  are  out  there  working  and 
diversifying  and  are  doing  a  good  job.  Many  of  these  hospitals  are 
very  isolated,  and  they  need  to  provide  a  certain  level  of  acute 
care. 

Those  hosptials  are  having  a  hard  time.  I  wish  I  had  a  magic 
wand  and  could  divine  which  hospitals  really  need  special  consider- 
ation. But  we  do  not  have  those  tools  right  now,  so  I  am  asking  for 
a  more  of  a  shotgun  approach  to  it. 

Chairman  Stark.  Mr.  Bernstein,  would  you  like  to  have  the  last 
word? 

Mr.  Bernstein.  Well  I  go  to  my  first  ProPAC  meeting  next 
month,  so  I  should  get  all  the  data  to  answer  your  question,  I 
guess.  But  I  am  not  sure  I  am  in  agreement  for  a  cost-based  reim- 
bursement for  the  small  hospitals. 

What  I  do  feel  is  that  the  incentives  should  be  put  on  the  serv- 
ices that  you  want  to  see  happen  out  there,  like  primary  care,  good 
lab  services,  emergency  services.  And  at  that  point,  they  might  be 
cost-based.  And  that  is  part  of  the  EACH/PEACH  project. 

But  I  am  not  sure.  We  will  just  have  to  see  how  it  comes  out. 

Dr.  Caper.  Mr.  Chairman,  may  I  make  just  one  additional — 

Chairman  Stark.  Sure. 

Dr.  Caper  [continuing].  Comment  on  your  MRI  example? 

I  think  in  a  way  you  have  hit  the  nail  on  the  head  there;  because 
in  fact  if  a  small  institution  or  any  institution  acquires  an  MRI,  it 
is  not  going  to  be  used  just  once  a  year.  It  will  be  used  many  times 
a  year.  And  it  is  the  operating  cost  associated  with  that  capital  in- 
vestment which  is  really  going  to  drain  funds  away  from  things 
which  may  have  a  higher  priority,  perhaps  should  have  a  higher 
priority. 

Chairman  Stark.  Yes. 

Dr.  Caper.  The  problem  is,  we  do  not  have  any  mechanism  for 
making  those  allocation  decisions  in  this  country.  And  we  do  not — 
Americans  are  not  very  fond  of  central  authority,  which  is  some- 
thing I  am  sure  you  have  noticed  yourself.  And  in  the  absence  of 
any  ability  to  allocate  resources,  as  is  done  in  Canada,  for  example, 
we  think  that  the  widespread  availability  of  information  describing 
what  is  going  on  in  the  system  is  probably  the  most  powerful  tool 
that  we  have  at  our  disposal  at  this  time. 

Chairman  Stark.  With  the  Stark  theory  of  reform,  we  would 
take  the  acute  care  payments,  the  DRGs  and  the  physician  reim- 
bursement, and  throw  back  to  the  States  the  responsibility  and  the 
cost  for  maintaining  the  hospitals  and  nursing  homes,  and  let  the 
States  fight  it  out;  we  would  have  a  single  payer,  and  pay  Medicare 
rates  to  every  citizen  in  the  country  and  then,  in  North  Carolina  or 
in  Massachusetts  or  in  California,  that  could  be  more  of  an  issue. 
Can  you  sell  the  bonds?  Will  the  State  legislature  respond  to  the 
rural  demands? 

They  know  better  what  their  citizens  want  and  can  respond  to  it 
better.  The  arguments  have  been  to  keep  physician  reimbursement 
at  some  kind  of  a  national  level,  but  to  begin  to  allow  communities 


82 


to  have  more  control  over  both  the  capital  investment  and  the  type 
of  hospital  services  that  are  suitable. 

It  worked  in  New  York,  almost  too  well  for  New  York  City.  It 
was  fine  in  California  till  they  took  it  off.  In  California,  they  build 
hospitals  for  a  "fare  thee  well,"  where  they  are  arguably  not 
needed.  But  that  is  a  completely  different  problem. 

I  am  embarrassed  in  my  own  district  to  see  two  big  brandnew 
hospitals  going  up,  and  they  are  both  going  to  be  half  empty.  In 
Susan ville,  Calif.,  there  is  a  15-bed  hospital  and  it  is  going  to  go 
broke.  There  is  no  rhyme  or  reason  to  it,  because  there  are  no 
State  controls  anymore. 

Yet  both  of  those  hospital  groups  are  going  to  come  back  here 
and  say  I  am  not  paying  them  enough  for  Medicare. 

Mr.  Donnelly. 

Mr.  Donnelly.  I  have  no  questions. 
Chairman  Stark.  Mr.  Levin. 
Mr.  Levin.  I  have  no  questions. 

Chairman  Stark.  Thank  you.  Thank  you  all  very  much.  We  look 
forward  to  working  with  you. 

Our  last  panel  consists  of  Sister  Mary  Walter  Boyle,  chairman  of 
the  board  of  directors  of  the  Carney  Hospital.  She  is  accompanied 
by  Jack  Logue;  also  here  to  testify  is  William  Lubaway,  the  senior 
vice  president  and  chief  financial  officer  of  Mercy  Hospital  and 
Health  Services  of  Detroit;  and  Paul  Nannis,  the  commissioner  of 
health  for  the  city  of  Milwaukee,  representing  the  National  Asso- 
ciation of  Community  Health  Centers. 

Mr.  Donnelly  has  informed  me,  although  I  only  walked  by  paro- 
chial schools  on  my  way  to  Lincoln  Grammar  School,  that  nuns 
always  go  first.  As  chairman,  I  would  like  to  respect  that  tradition. 
Sister  Mary,  would  you  like  to  start  first  and  enlighten  the  com- 
mittee in  any  manner  that  you  are  comfortable? 

STATEMENT  OF  SISTER  MARY  WALTER  BOYLE,  D.C.,  CHAIRMAN 
OF  THE  BOARD  OF  DIRECTORS,  CARNEY  HOSPITAL,  BOSTON, 
MASS.,  ACCOMPANIED  BY  JACK  LOGUE,  PRESIDENT 

Sister  Mary.  Thank  you  very  much.  I  am  Sister  Mary  Walter 
Boyle,  chairman  of  the  board  of  trustees  at  Carney  Hospital. 

Chairman  Stark.  Sister,  I  am  just  going  to  advise  you  of  one 
thing.  We  are  technologically  in  the  dim,  dark  ages  here,  and  you 
are  going  to  have  to  pull  the  microphone  closer  to  you  for  all  of  us 
to  hear  you.  Thank  you. 

Sister  Mary.  Thank  you. 

I  am  Sister  Mary  Walter  Boyle,  chairman  of  the  board  of  trust- 
ees of  Carney  Hospital,  a  382-bed  community  teaching  hospital  in 
Boston.  And  with  me  is  John  Logue,  the  president  of  Carney. 

I  am  here  today  to  testify  on  issues  relating  to  payment  of  inner- 
city  hospitals  such  as  Carney  under  the  disproportionate  share  ad- 
justment formula  of  part  A  of  the  Medicare  program.  We  come 
today  as  an  example  of  a  hospital  that  provides  an  extraordinary 
amount  of  care  to  the  elderly  and  the  poor. 

The  intent  of  this  adjustment  has  always  been  to  account  for  the 
special  needs  of  hospitals  that  serve  a  significantly  large  number  of 
low-income  and  Medicare  patients.  Because  of  the  way  the  formula 
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is  presently  constructed,  we  are  frequently  excluded  from  the  pay- 
ment as  a  disproportionate  share  hospital. 

Carney  Hospital  was  founded  in  1863  and  is  sponsored  by  the 
Daughters  of  Charity  of  St.  Vincent-DePaul.  We  have  been  serving 
the  poor  of  Boston  for  over  125  years.  And  we  are  very  proud  of  our 
mission  of  serving  both  the  poor  and  the  elderly. 

Carney  Hospital  serves  a  very  poor,  urban  population;  median 
household  incomes  in  our  urban  communities  are  some  of  the 
lowest  in  the  State  of  Massachusetts.  Poverty  levels  in  these  areas 
are  some  of  the  highest.  Unemployment  rates  are  high.  The  propor- 
tion of  renters  and  homeowners  is  extremely  high.  And  crime 
levels  have  escalated  dramatically  in  Boston. 

Carney  also  serves  a  large  portion  of  the  elderly.  In  fact,  nearly 
50  percent  of  the  patients  we  serve  are  Medicare  patients.  Of  those, 
over  half  or  25  percent  of  our  whole  patient  population  is  the  frail 
elderly  over  75  years  of  age. 

How  is  Carney  impacted?  The  impact  of  Carney  serving  a  socioe- 
conomically  disadvantaged  and  elderly  population  is  evident  in  our 
payor  mix.  Last  year,  48  percent  of  all  our  patients  were  insured  by 
Medicare,  10  percent  by  Medicaid,  and  10  percent  were  classified  as 
either  free  care  or  bad  debt.  Any  hospital  that  has  10  percent  of  its 
patients  who  are  free  care  and  bad  debt  has  a  significantly  dispro- 
portionate number  of  low  income  patients.  Despite  the  high  rate  of 
free  care  and  bad  debt,  there  are  many  years  when  we  do  not  qual- 
ify as  a  disproportionate  share  hospital.  When  we  do  qualify,  it  is 
only  at  the  lowest  level. 

Only  32  percent  of  our  patients  are  commercially  insured.  In 
short,  there  is  no  margin  for  hospitals  like  us  that  serve  predomi- 
nantly the  poor  and  the  elderly.  For  example,  our  margin  was 
three-tenths  of  1  percent  last  year. 

There  is  no  question  that  the  cost  of  providing  care  at  inner-city 
hospitals  is  high.  Some  factors  are  poor  general  health  of  the  popu- 
lation; high  demand  for  social  work  services  due  to  prevalence  of 
substance  abuse  and  domestic  violence,  and  high  levels  of  bad  debt. 

Physician  recruitment  and  retention  have  become  an  increasing 
problem,  because  these  same  socioeconomic  factors  also  have  an  ad- 
verse effect  on  physicians.  Physicians  in  our  area  are  experiencing 
practice  failure  for  economic  reasons  at  an  alarming  rate. 

The  following  is  an  example  of  a  recent  patient  that  came  to  the 
hospital  to  be  served.  The  cost  of  serving  this  type  of  patient  is  not 
a  part  of  the  disproportionate  share  calculation. 

This  young  man  was  a  cocaine-dependent  AIDS  patient  admitted 
as  an  emergency  for  severe  pneumonia  related  to  the  AIDS  virus 
and  other  medical  problems.  He  was  unemployed  and  uninsured, 
and  refused  to  cooperate  with  our  efforts  to  apply  for  Medicaid  on 
his  behalf. 

1^  The  cost  of  the  patient's  19-day  stay  totalled  $18,320.  The  address 
given  by  the  patient  was  erroneous.  Since  we  were  unable  to  docu- 
ment that  the  patient  qualified  for  free  care  and  were  also  unable 
to  convince  the  patient  to  complete  a  Medicaid  application,  the  ac- 
count was  written  off  as  a  bad  debt. 

This  is  only  one  example  of  a  trend  we  now  experience.  Over  800 
of  the  11,000  patients  admitted  to  Carney  Hospital  each  year  are 
diagnosed  a  being  substance-abuse  related.  Patients  with  this  diag- 
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nosis  are  generally  uninsured,  uncooperative,  have  multiple  health 
problems  and  frequently  end  up  being  written  off  as  a  bad  debt. 

Existing  system  designed  to  help  supplement  the  cost  of  care  to 
low  income  patients  do  not  recognize  the  financial  burden  of  caring 
for  this  type  of  patient.  Carney  Hospital's  goal  is  to  continue  to 
serve  the  poor  who  reside  in  the  service  area.  This  is  our  mission, 
and  we  value  our  long  health  care  tradition. 

However,  in  the  health  care  environment,  there  seem  to  be  no 
solutions  to  our  continuing  reimbursement  shortfalls.  If  we  are  to 
continue  to  provide  the  residents  of  our  service  area  with  needed 
health  care  services,  we  must  find  a  method  for  governmental 
payors  to  more  equitably  share  in  the  extra  costs  associated  with 
caring  for  the  poor. 

We  are  asking  that  the  disproportionate  share  formula  take  into 
account  both  free  care  and  the  kind  of  bad  debt  that  we  experience 
at  Carney  Hospital  in  Boston. 

Thank  you. 

[The  statement  of  Sister  Mary  follows:] 
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TESTIMONY  TO  U.S.   HOUSE  OF  REPRESENTATIVES, 
COMMITTEE  ON  WAYS  AND  MEANS,    SUBCOMMITTEE  ON  HEALTH, 
HEARING  ON  FISCAL  YEAR  1991  BUDGET  ISSUES 
RELATING  TO  PAYMENT  OF  INNER-CITY  AND 
RURAL  HOSPITALS  UNDER  PART  A  OF  THE 
MEDICARE  PROGRAM 

Presented  By 
Sister  Mary  Walter  Boyle,  D.C., 
Chainnan  of  the  Board,  Carney  Hospital 
2100  Dorchester  Avenue,  Boston,  MA  02124 
617-296-4000 


APRIL  4,  1990 


I.       GREETING  AND  IDENTIFICATION 

Good  afternoon.     I  am  Sister  Mary  Walter  Boyle, 
Chairman  of  the  Board  of  Trustees  at  Carney  Hospital,  a 
382-bed  community  teaching  hospital  in  Boston.     With  me 
is  John  Logue,  the  President  of  Carney  Hospital. 

I  am  here  today  to  testify  on  issues  relating  to 
payment  of  inner-city  hospitals,  such  as  Carney,  under 
the  disproportionate  share  adjustment  formula  of  Part 
A  of  the  Medicare  program.     We  come  today  as  an  example 
of  a  hospital  that  provides  an  extraordinary  amount  of 
care  to  the  elderly  and  the  poor.     The  intent  of  this 
disproportional  share  adjustment  has  always  been  to 
account  for  the  special  needs  of  hospitals  that  serve  a 
significantly  disproportionate  number  of  low  income  and 
Medicare  patients.  Because  of  the  way  the  disproport- 
ionate share  formula  is  presently  constructed,  we  are 
frequenty  excluded  from  the  payment  as  a  dispropor- 
tionate share  hospital. 


II.     BACKGROUND  INFORMATION  RE:  HOSPITAL 

SPQnggrshi.p: 

Carney  Hospital  was  founded  in  1863  and  is  sponsored 
by  the  Daughters  of  Charity  of  St.  Vincent  de  Paul. 
We  have  been  serving  the  people  of  Boston  for  over 
125  years.    We  are  proud  of  our  mission  of  serving  the 
poor. 

Sgrvigg  Area: 

Carney  serves  a  very  poor  urban  population.  Median 
households  incomes  in  our  urban  communities  are 
some  of  the  lowest  in  the  state;  poverty  levels  in 
these  areas  are  some  of  the  highest.  Unemployment 
rates  are  high.     The  proportion  of  renters  to  home 
owners  is  extremely  high.     Crime  levels  have  escalated 
dramatically . 

Carney  also  serves  a  large  portion  of  the  elderly. 
In  fact,  nearly  50%  of  the  patients  we  serve  are 
Medicare  patients.     Of  those,  over  half  —  or  25%  of 
our  entire  patient  population  —  is  the  frail  elderly 
(over  age  75. ) 
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III.  HOW  CARNEY  IS  IMPACTED: 

The  impact  of  Carney  serving  a  socioeconomically 
disadvantaged  and  elderly  population  is  evident 
in  our  payor  mix.     Last  year,  48%  of  all  our  patients 
were  insured  by  Medicare,  10%  by  Medicaid,  and  10%  were 
classified  as  either  free  care  or  bad  debt.  Any 
hospital  that  has  10%  of  its  patients  who  are  free  care 
and  bad  debt  has  a  significantly  disproportionate 
number  of  low  income  patients.     Despite  the  high  rate 
of  free  care  and  bad  debt,  there  are  many  years  when  we 
do  not  qualify  as  a  disproportionate  share  hospital. 
When  we  do  qualify  it  is  only  at  the  lowest  level. 

Only  32%  of  our  patients  are  commercially  insured.  In 

ghprt.  there  is  it?  margin  for  hospitals  liKg  yg  that 
serve  pre'^pminantly  the  ppor  an<a  the  elderly. 

There  is  no  question  that  the  cost  of  providing  care  at 
inner-city  hospitals  is  high.     Some  factors  are 

•  poor  general  health  of  the  population 

•  more  severely  ill  patients 

•  more  nursing  home  placement  problems 

•  high  security  staff  costs 

•  difficulty  in  attracting  and  retaining 
clinical  staff  to  work  at  the  hospital 

•  high  demand  for  Social  Work  Services  due 
to  prevalence  of  substance  abuse,  domestic 
violence 

•  high  levels  of  bad  debt 

•  physician  recruitment  and  retention  have 
become  an  increasing  problem  because  these 
same  socioeconomic  factors  also  have  an 
adverse  effect  on  physicians.     Physicians  in 
our  area  are  experiencing  practice  failure  for 
economic  reasons  at  an  alarming  rate. 

The  following  is  an  example  of  a  recent  patient  that 
came  to  the  hospital  to  be  served.     The  cost  of  serving 
this  type  of  patient  is  not  a  part  of  the  dispropor- 
tionate share  calculation. 

•    A  cocaine-dependent  AIDS  patient  was  recently 
admitted  as  an  emergency  with  the  following 
diagnoses:     pneumocytosis,  HTLV-3  with 
spec,  infection,  anal/rectal  abscess,  cocaine- 
dependency,  enlargement  of  the  lympth  nodes, 
hepatomegaly,  headache,  anemia,  background 
retinopathy,  and  viral  hepatitis  carrier.  The 
patient  was  unemployed  and  uninsured,  and  refused  to 
cooperate  with  our  efforts  to  apply  for  Medicaid  on 
his  behalf.     The  cost  of  the  patient's  19-day  stay 
totaled  $18,320.     The  address  given  to  us  by  the 
patient  was  erroneous.     Since  we  were  unable  to 
document  that  the  patient  ausii^^ioH  fnr  €re^<^  care 
and  were  also  unable  to  convince  tne  patient  to 
complete  a  Medicaid  application,  the  account  was 
written  off  as  a  bad  debt. 


87 


3. 


Over  800  of  the  11,000  patients  admitted  to  our 
hospital  each  year  are  diagnosed  as  being  substance 
abuse-related.     Patients  with  this  diagnosis  are 
generally  uninsured,  uncooperative,  have  multiple 
health  problems,  and  frequently  end  up  being  written 
off  as  a  bad  debt.     Existing  systems  designed  to  help 
supplement  the  cost  of  care  to  low- income  patients  do 
not  recognize  the  financial  burden  of  caring  for  this 
type  of  patient. 


IV.     CARNEY'S  PLEA 

Carney  Hospital's  goal  is  to  continue  to  serve  the 
people  who  reside  in  its  service  area.    We  are  proud  of 
our  mission  and  of  our  long  healthcare  tradition. 
However,  in  the  current  environment  there  seem  to  be  no 
solutions  to  our  continuing  reimbursement  shortfalls. 
If  we  are  to  continue  to  provide  the  residents  of  our 
service  area  with  needed  healthcare  services  we  must 
find  a  method  for  governmental  payors  to  more  equitably 
share  in  the  extra  costs  associated  with  caring  for  the 
poor.    We  are  asking  that  the  disproportionate  share 
formula  take  into  account  both  free  care  and  the  kind 
of  bad  debt  that  we  experience. 
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Chairman  Stark.  Thank  you. 
Mr.  Lubaway. 

STATEMENT  OF  WILLIAM  LUBAWAY,  SENIOR  VICE  PRESIDENT 
AND  CHIEF  FINANCIAL  OFFICER,  MERCY  HOSPITALS  AND 
HEALTH  SERVICES  OF  DETROIT 

Mr.  Lubaway.  Thank  you,  Mr.  Chairman. 

I  am  the  vice  president  of  finance  of  Mercy  Hospitals  and  Health 
Services  of  Detroit,  which  is  an  organization  sponsored  by  the  Reli- 
gious Sisters  of  Mercy.  We  operate  two  hospitals  in  Detroit.  One, 
Mount  Carmel,  is  a  teaching  hospital  and  the  other  one,  Samari- 
tan, is  basically  a  primary  care  community  hospital.  Those  two  hos- 
pitals were  consolidated  in  July  of  1987  under  a  central  manage- 
ment. 

I  am  here  today  to  discuss  the  impact  of  indirect  medical  educa- 
tion and  a  disproportionate  share  on  our  hospital — on  our  hospi- 
tals. All  told,  we  benefit  to  the  tune  of  about  $5.5  million  from 
these  two  factors.  Our  combined  Medicare  business  is  about  33  per- 
cent of  our  total.  We  are  paid  about  84  cents  on  the  dollar  of  cost 
for  that  business,  which  means  we  experience  a  loss  of  about  $8.9 
million  for  Medicare. 

I  would  like  to  point  out  a  couple  of  things  in  the  area  of  costs 
that  are  illustrative  of  our  inner-city  problems  and  in  particular 
our  Wayne  County,  Michigan,  problems.  The  first  one  is  in  the 
area  of  security. 

At  Mount  Carmel  and  Samaritan,  we  have  60  security  officers. 
Last  Friday  as  I  prepared  for  this,  I  called  my  hometown.  Farming- 
ton  Hills,  Mich.,  police  department  and  found  that  they  had  95  offi- 
cers for  their  125,000  residents.  In  terms  of  security  needs,  our 
needs  are  about  18  times  greater  than  an  average  city,  and  we  are 
probably  4  times  greater  than  the  city  of  Detroit's  security  cover- 
age. 

Why  do  we  need  that  security?  Probably  the  best  example  is  IV2 
years  ago,  Maserati  Rick  got  rubbed  out  in  one  of  our  nursing  units 
as  a  contractor  finished  what  he  had  started.  I  think,  in  terms  of 
reimbursement,  the  underpayment  for  security  costs  is  worth  about 
$300,000  of  our  loss. 

In  malpractice,  Wayne  County,  Mich.,  seems  to  be  the  malprac- 
tice capital  of  the  free  world,  and  it  is  our  version  of  the  lottery. 
What  that  means  to  us  is  that  we  incur  malpractice  costs  of  about 
$11.3  million.  In  terms  of  the  way  the  Medicare  rate  structure  was 
put  together,  I  think  that  underpayment  in  the  Medicare  rate 
structure  cost  us  about  $2.6  million. 

So  all  told,  we  have  a  number  of  outside  factors  that  we  do  not 
think  are  adequately  addressed  in  the  direct  rate  setting  for  Medi- 
care. In  the  uncompensated  care  area,  in  disproportionate  share, 
we  do  benefit  by  $2  million  from  the  disproportionate  share  factor. 
I  would  like  to  suggest  that  some  direct  recognition  be  given  to  un- 
compensated care  in  the  formula. 

About  7  percent  of  our  business  is  uncompensated  care.  Our  loss 
on  that  business  is  about  $13.6  million.  Why  do  we  lose  that  much 
money?  Our  open-door  policy.  We  provide  care  without  regard  to 
the  ability  to  pay.  The  money  comes — the  losses  are  incurred  be- 
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cause  of  the  kinds  of  patients  we  get  through  our  trauma  service, 
which  are  penetrating  wounds,  gunshots  and  stabbings,  not  the 
automobile  accidents  you  see  in  the  suburbs. 

For  our  77,000  visits  to  the  ER  this  year,  we  cannot  afford  to  go 
through  and  qualify  everybody  for  Medicaid.  We  do  fill  out  the  ap- 
plications for  those  who  are  admitted.  On  the  charity  side  of  the 
shop,  we  have  a  sliding  fee  scale  in  our  Mercy  family  care,  our  pri- 
mary care  practices,  where  we  enroll  clients  into  our  own  health 
care  system.  We  did  not  dis-enroll  those  clients  when  we  lost  our 
Federal  grant  this  past  year.  We  also  have  the  Hill-Burton  obliga- 
tions. So  only  about  1  percent  of  our  total  write-offs  are  to  charity 
care;  the  other  6  percent  of  our  uncompensated  care  is  bad  debts. 
And  it  is  basically  anything  that  does  not  fall  into  the  other  catego- 
ries. 

In  Wayne  County,  we  have  no  city  hospital  and  we  have  no 
county  hospital  to  pick  up  the  patients  who  have  no  resources.  And 
what  we  have  seen,  which  is  typical  of  inner  cities,  is  that  the  low 
Medicaid  rates  and  the  high  malpractice  costs  have  driven  private- 
practice  physicians  out  of  our  service  area.  So  ideally.  Medicare 
would  pay  its  fair  share  of  the  $13.6  million  of  uncompensated  care 
costs  we  experience.  Realistically,  we  hope  that  you  could  consider 
incorporating  uncompensated  care  into  the  disproportionate  share 
formula. 

The  bottom  line  is,  in  the  Medicare  business,  we  are  already 
losing  $8.9  million.  We  cannot  afford  more.  Unfortunately,  we 
cannot  really  take  the  next  step  to  address  all  of  the  needs  inter- 
nally, so  we  are  going  to  reduce  our  losses  by  about  two-thirds  this 
upcoming  year  through  the  sale  of  Mount  Carmel  to  a  nearby  De- 
troit hospital.  And  they  will  then  consolidate  whatever  volume  is 
left  at  Mount  Carmel's  site. 

The  one  thing  I  am  almost  certain  of  is  that  access  to  those  who 
have  no  ability  to  pay  will  suffer  as  a  result  of  this. 

[The  statement  of  Mr.  Lubaway  follows:] 
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REMARKS  BY  WILLIAM  LUBAWAY 
SENIOR  VICE  PRESIDENT  AND  CHIEF  FINANCIAL  OFFICER 
MERCY  HOSPITALS  AND  HEALTH  SERVICES  OF  DETROIT 
SISTERS  OF  MERCY  HEALTH  CORPORATION 
to 

SUBCOMMITTEE  ON  HEALTH 
Of  the 

COMMITTEE  ON  WAYS  AND  MEANS 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 


OUR  CORPORATION'S  ORIGINS 

Good  morning,   I  am  William  Lubaway,  Senior  Vice  President  and  Chief 
Financial  Officer  of  Mercy  Hospitals  and  Health  Services  in  Detroit,  Michigan. 

Chairperson  Stark  and  members  of  the  Subcommittee  on  Health  of  the  Committee 
on  Ways  and  Means,   I  am  pleased  and  delighted  to  have  this  opportunity  to 
provide  you  with  the  impact  that  various  Medicare  proposals  before  your 
Subcommittee  will  have  on  hospitals  operating  in  an  inner  city  area.    As  you 
know,  many  of  those  in  our  inner  city  service  area  requiring  health  and  medical 
care  services  do  not  have  the  means  to  pay  and  do  not  have  assured  access  to 
care  except  through  the  hospital's  emergency  room. 

I  would  like  first,  however,  to  give  you  an  overview  of  our  structure  and 
our  origins.    Mercy  Hospitals  and  Health  Services  of  Detroit  (MHHSD)   is  part  of 
Mercy  Health  Services,  which  is  a  sponsored  work  of  the  Sisters  of  Mercy, 
Province  of  Detroit.    Under  the  Mercy  Health  Services  aegis  are  health  care 
facilities  in  Iowa  and  Michigan,  as  well  as  in  Indiana  and  New  York. 

Mercy  Health  Services  includes  a  system  of  35  health  care  facilities 
including  hospitals,  nursing  homes,  health  maintenance  organizations,  and 
ancillary  services.    The  Sisters  of  Mercy  Health  Corporation  is  the  hospital 
subsidiary  of  which  Mercy  Hospitals  and  Health  Services  of  Detroit  is  a  part. 
Our  corporation's  hospitals  include  a  complement  of  5,700  acute  beds  and  they 
extend  from  the  inner  City  of  Detroit  to  rural    Iowa.     The  first  Sisters  of 
Mercy  hospital    in  Michigan  ,that   is  still    in  operation  today  was  founded  in 
1893.    To  provide  the  continuum  of  care  of  services  which  is  so  critical  for 
many  of  our  patients,  we  have  recently  added  a  complement  of  over  2,000  nursing 
home  beds  in  Michigan. 

THE  CONTEMPORARY  SITUATION 

The  Religious  Sisters  of  Mercy,  our  sponsor,  work  at  all  levels  of  the 
Corporation  —  through  governance  of  our  institutions,  as  staff  directly 
involved  with  patient  care,  and  by  setting  forth  the  vision  that  is  the  nexus 
for  the  future  direction  of  Mercy  Health  Services.    The  Sisters  of  Mercy  have 
also  consciously  and  assertively  involved  committed  lay  persons  at  all  levels 
of  the  Corporation.    Let  me  take  a  moment  to  share  with  you  the  Vision 
Statement  that  the  Sisters  of  Mercy  have  set  forth  for  the  Corporation:  "We 
wi  1  I  .  .cont inue  to  be  faithful  to  our  charisma  of  mercy  through .. .g 1 v i ng 
priority  to  those  who  are  economically  poor." 

This  contemporary  expression  of  our  ministry  permeates  all  operations  of 
Mercy  Health  Services.     It,  as  well,   is  one  of  the  reasons  why  our  inner  city 
health  care  facilities  are  experiencing  financial  destab i  I  i zat ion  and  having  to 
take  drastic  measures  to  reconfigure  the  complement  of  health  care  we  are  able 
to  provide  where  increasing  numbers  needing  care  are  without  the  means  to  pay 
for  the  services. 

Our  roots  are  in  Detroit,  and  it  is  our  intention  to  continue  to  provide 
services  in  this  area,  despite  the  painful,  and  in  many  cases  heartbreaking, 
process  of  having  to  downsize  in  order  to  retain  fiscal  balance.  Mercy 
Hospitals  and  Health  Services  of  Detroit  consists  of  two  hospitals  in  Detroit, 
and  together  they  employ  2,500  individuals  at  both  sites  and  at  present  have  an 
inpatient  census  of  about  400  per  day.     I  would  like  to  give  you  an  overview  of 
some  of  the  characteristics  of  both  hospitals. 
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Mt .  Carmel  Mercy  Hospital.    Mt .  Carmel  Mercy  Hosoital,  established  in  1939 
on  Detroit's  northwest  side,  currently  operates  with  a  complement  of  336 
staffed  beds;  we  are  licensed  for  597  beds.    On  the  average  83  percent  of  our 
staffed  beds  are  occupied.    This  year  we  expect  over  11,000  admissions  and  plan 
to  provide  about  87,000  patient  days  of  care  for  an  average  length  of  stay  of 
7.9  days.     I  would  note,  however,  that  our  intensive  care  unit  has  recently 
been  completely  filled.    Other  than  obstetrics  which  are  provided  by  our  other 
Detroit  hospital,  Mt .  Carmel  provides  a  full  range  of  inpatient  care  services 
including  family  pract I ce/ i nterna I  medicine,  pediatrics,  orthopaedics, 
ophthalmology,  cardiology,  urology,  general  surgery,  and  ENT.    Currently,  there 
are  about  350  physicians  with  privileges,  over  three  quarters  of  whom  are  in 
medical  and  surgical  specialties. 

Mt.  Carmel   Is  one  of  the  four  Level  1  (the  highest  rating)  trauma  centers  in 
Detroit  and  is  certainly  the  busiest  emergency  room  in  Northwest  Detroit, 
seeing  about  52,000  individuals  per  year.    Mt .  Carmel  Mercy  Hospital  has  a 
graduate  medical  education  program,  and  annually  trains  about  90  residents  and 
interns  per  year  in  such  specialties  as  emergency  and  internal  medicine, 
orthopedics  and  surgery.    The  residency  program  for  emergency  medicine  receives 
about  1,000  applications  for  residency  each  year  for  the  six  positions  which 
are  available.    The  hospital  also  works  closely  with  Mercy  College  and  provides 
on-site  training  to  many  of  its  nursing  students,  including  its  program  to 
train  CRNAs  and  other  clinical  nurse  specialties  in  which  shortages  are 
prevalent.     In  addition,  it  operates  a  day  care  center  for  its  employees' 
children.    As  you  might  expect,  this  service  as  proven  to  be  extremely  popular 
and  it  perennially  has  a  waiting  list. 

Samaritan  Health  Center.    Samaritan  Health  Center,  thirteen  miles  away  from 
Mt.  Carmel  Mercy  Hospital,  is  on  Detroit's  east  side.    This  hospital,  which 
currently  has  367  licensed  beds  and  253  staffed  beds  was  the  successor  hospital 
to  the  merger  of  two  hospitals.    On  average,  about  64  percent  of  its  staffed 
beds  are  occupied.    We  expect  about  6,800  admissions  and  59,000  days  of  care 
for  an  average  length  of  stay  of  8.7  days.     It  was  relocated  to  its  new  site  in 
1984.     It  is  a  community  hospital  providing  primary  care  and  obstetrical 
services.     In  addition  it  provides  inpatient  psychiatric  and  substance  abuse 
services.     It  has  a  medical  staff  of  75  physicians,  and  operates  a  small 
residency  program.    Samaritan  Health  Center  has  recently  seen  a  reduction  in 
inpatient  substance  abuse  and  psychiatric  treatment  days  as  more  and  more 
treatment  regimens  switch  to  short  inpatient  stays  combined  with  community- 
based  outpatient  care.     I  would  note,  however,  that  the  community-based 
services  are  frequently  not  present. 

Ambulatory  care  clinics.    Six  ambulatory  clinics  throughout  Detroit,  which 
are  relatively  close  to,  and  which  are  affiliated  with,  our  Detroit  hospitals 
provide  about  90,000  visits  per  year.    These  clinics  were  developed  to  meet 
unmet  needs  for  primary  health  care  in  the  area  and  were  commenced  in  1979  with 
grants  from  the  Robert  Wood  Johnson  Foundation  and  the  federal  government.  The 
federal  government  discontinued  its  support'  for  these  centers  in  early 
calendar-year  1989.    For  the  services  rendered,  we  receive  only  a  token  amount 
relative  to  the  total  cost  of  underwriting  these  primary  care  services.  These 
clinics  frequently  refer  patients  to  Mt.  Carmel  Mercy  Hospital  and  Samaritan 
Hea I th  Center . 

UNIQUE  COST  PRESSURES 

Secur  i  ty .    Both  Mt.  Carmel  Mercy  Hospital  and  Samaritan  Health  Centers, 
because  they  operate  in  inner  cities  have  operating  characteristics  which  do 
not  mirror  a  small  city  or  rural  hospital,  and  which  result  in  far  higher  fixed 
costs  than  what  is  incurred  by  hospitals  in  small  cities  and  rural  areas. 
First,  we  have  palpable  needs  for  security  in  order  to  protect  both  our 
employees  and  patients.     If  you  were  to  visit  our  hospitals,  you  would  notice 
the  presence  of  sturdy  Iron  fences  around  the  premises,  the  visibility  of 
security  guards,  and  the  requirement  that  visitors  be  questioned  and  screened 
before  being  admitted  to  patients'  rooms.    Sixty  full  time  employees  provide 
around-the-clock  security  to  our  patients,  employees,  and  visitors.    A  suburban 
city  of  125,000  in  the  area  only  has  about  95  full  time  officers  on  its  force. 
Indicating  the  degree  of  care  we  must  employ  to  provide  a  secure  atmosphere. 

Professional   I iabi I  ity.     I  am  certain  you  have  seen  statistics  which 
Indicate  that  the  cost  of  professional  liability  underwriting  is,  on  average, 
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higher  in  Michigan  than  just  about  anywhere  else  in  the  country.  This 
situation  Is  exacerbated  for  Michigan  hospitals  given  recent  court 
Interpretations  of  the  joint  and  several   liability  doctrine.     In  addition,  the 
predilection  for  bringing  medical  malpractice  suits  is  much  higher  In  large 
urban  areas  than  the  rest  of  the  State.    Further,  since  most  of  our  emergency 
room  patients  have  no  prior  physician-patient  relationship,  and  our  emergency 
room  Is  where  patients  are  seen  for  the  first  time,  suits  in  these 
circumstances  tend  to  be  brought  against  the  hospital  rather  than  the 
physicians. 

The  confluence  of  these  factors  has  resulted  in  Mt .  Carmel  Mercy  Hospital 
and  Samaritan  having  to  dedicate  $11.3  million  during  this  fiscal  year  to  our 
corporation's  professional   liability  trust  fund.    This  is  equal  to  about  $458 
per  adjusted  discharge  (adjusted  for  outpatient  visits),  and  Is  probably  five 
to  six  times  the  average  cost  for  similar  urban  hospitals  in  other  parts  of  the 
country.     I  would  also  note  that  the  methodology  used  by  the  Medicare  program 
to  reimburse  for  its  share  of  medical  malpractice  costs  only  captures  about 
one-fourth  of  the  professional   liability  costs  which  are  legitimately 
attributable  to  our  Medicare  business. 

Paperwork  requirements  to  qualify  Individuals  for  public  programs.    As  is 
well  known,  urban  hospitals  see  a  great  many  Individuals  who  appear,  when  first 
admitted,  to  have  eligibility  for  neither  a  public  or  private  sector  third- 
party  payer  program.    We  estimate  that  only  about  60  percent  of  the  Medicaid- 
eligible  beneficiaries  know  at  the  time  of  admission  that  they  are  eligible  for 
Medicaid.    We  must  assist  the  remaining  40  percent  to  complete  the 
documentation  needed  to  verify  the  Medicaid  eligibility. 

The  Medicaid  eligibility  form,  as  you  know,   is  about  30  pages  in  length  and 
requires  significant  amounts  of  staff  effort  and  time  in  securing  all  the  data 
needed  to  properly  qualify  individuals.    While  the  local  Department  of  Social 
Services  office  is  across  the  street  from  Mt .  Carmel  and  relatively  close  to 
Samaritan,  such  qualification  may  take  as  long  as  nine  months,  even  with  the 
good  cooperation  we  receive  from  both  state  offices.    We  have  the  personnel  and 
take  the  time  to  qualify  inpatients  for  Medicaid  but  find  that  it  is  generally 
impractical  to  take  the  time  to  qualify  all  of  those  needing  care  in  our 
emergency  room. 

HIV  positive  patients.    While  we  do  not  categorize  patients  In  this  manner, 
we  have  cared  for  between  20  -  25  inpatients  known  to  have  tested  positive  for 
the  HIV  virus.    Data  indicate  that  the  average  cost  of  providing  such  care  was 
$28,000  per  patient.    Only  about  one-fifth  of  these  patients  were  eligible  for 
private  sector  payments  such  as  Blue  Cross.    While  slightly  more  than  half  of 
these  patients  were  eligible  for  Medicaid  or  Wayne  County's  program,  these 
programs  pay  only  a  portion  of  the  cost  of  caring  for  these  Individuals.  We 
have  participated  with  other  hospitals  in  a  consortium  formed  for  the  purpose 
of  treating  AIDS  patients.    As  part  of  this  participation,  we  will  be  donating 
a  building  that  will  be  dedicated  to  such  care. 

County  care  program.    The  Michigan  Legislature  passed  legislation  to 
restructure  the  Wayne  County  program  for  those  with  extremely  low  Incomes  who 
do  not  qualify  for  Medicaid  or  any  other  third-party  reimbursement.  The 
funding  for  this  program  Is  a  complex  mix  of  state  and  local  monies,  but  the 
restructuring  legislation  in  essence  shifted  much  of  the  cost  and  all  of  the 
risk  for  caring  for  these  50,000  individuals  to  local  hospitals;  we  are  the 
provider  for  about  one-fourth  of  this  caseload.    Mercy  Hospitals  and  Health 
Services  of  Detroit  expects  to  lose  about  $4  million  this  year,  up  $1  million 
from  the  preceding  year,  for  the  care  of  patients  no  longer  eligible  for  Wayne 
County  coverage. 

CURRENT  FINANCIAL  INDICATORS  FOR  MT.  CARMEL  AND  SAMARITAN 

Payor  mix.    Both  hospitals  have  payor  mixes  which  deviate  significantly  from 
country-wide  norms.      We  have  a  lower-than-average  percent  of  commercial  pay 
and  Medicare-eligible  beneficiaries.    We  treat  a  higher  proportion  of  Medicald- 
eligible  beneficiaries  and  a  higher  proportion  of  those  without  the  ability  to 
pay  and  who  have  no  eligibility  for  any  private  sector  third-party  payment. 
The  current  payor  mix  according  to  inpatient  days  is  as  follows: 
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Current  Payor  Mix 

Payor  Percent  of  inpatient  days 

Medicare  38% 
Medicaid  27 
Commercial  pay  29 
Uncompensated  care  6 

TOTAL  1 00% 


Our  Medicaid  share  would  be  even  higher  if  Mt .  Carmel  provided  obstetrical 
services.    Statewide,  the  average  hospital  has  about  an  8  percent  Medicaid 
share.    Our  Medicaid  share  has  grown  incrementally  despite  the  fact  that  the 
State's  AFDC  standard,  the  categorical  group  comprising  aboat  70  percent  of  the 
Medicaid-el iglble  Individuals  in  the  State,  Is  only  about  60  percent  of  the 
poverty  level.    While  uncompensated  care  accounted  for  6  percent  of  inpatient 
days,  the  dollar  volume  of  uncompensated  care  Is  expected  to  total  $17.8 
million;  about  two-thirds  of  this  total  represents  Inpatient  care  costs. 

Demographics  of  charity  care.    We  recently  collected  demographic  data  about  " 
those  to  whom  we  provided  charity  care  and  our  findings  validate  similar  data 
collection  efforts  made  by  others  studying  the  problems  incurred  by  those 
without  adequate  health  insurance  coverage.    Our  composite  indicates  that  the 
Individuals  utilizing  charity  care  were  generally  young  single  males  aged  19- 
34,  a  majority  of  whom  were  not  employed  at  the  time  they  required  the  service, 
obviously  the  group  of  individuals  who  lack  eligibility  for  most  public  or 
private  programs.    Overall  demographics  Indicate  that  about  three  In  ten 
households  in  the  Mt .  Carmel  service  area  have  incomes  at  or  below  $15,000, 
while  over  four  In  ten  households  in  the  Samaritan  service  area  had  incomes  at 
this  level.    My  guess  is  that  Inner  city  hospitals  in  other  areas  would  show 
similar  demographics. 

Emergency  Room  Care.    Like  other  major  Inner  city  hospitals,  it  is  care 
provided  through  our  emergency  room  which  is  creating  a  destabilizing  financial 
picture.    Both  hospitals  have  emergency  rooms,  and  Mt.  Carmel   Is  a  level  1  (the 
highest)  trauma  center.    During  this  fiscal  year,  we  estimate  that  we  will 
have  provided  care  to  about  40,000  individuals  at  our  Mt .  Carmel  emergency 
room,  and  about  30  percent  of  those  receiving  services  in  both  emergency  rooms 
are  unable  to  pay  for  the  care  they  receive.    We  further  estimate  that  about  70 
percent  of  our  $8.5  million  estimated  bad  debt  complement  will  have  been 
incurred  from  providing  services  in  our  emergency  room. 

Being  a  trauma  center,  about  70  percent  of  Mt .  Carmel 's  inpatient  admissions 
come  through  our  emergency  room.    Even  at  Samaritan,  which  is  not  a  Level  1 
trauma  center,  about  55-60  percent  of  the  Inpatient  admissions  come  through  the 
emergency  room.    Further,  an  increasing  percentage  of  those  seeking  care  in  our 
emergency  rooms  are  not  residents  of  the  nearby  area,  but  live  a  substantial 
distance  from  what  we  consider  the  outer  boundaries  of  our  service  areas.  The 
percentage  of  those  seeking  care  from  outside  the  service  area  is  accelerating. 
Because  of  the  increasing  need  for  trauma  care  we  must,  about  a  quarter  of  the 
time,  advise  emergency  services  that  patients  should  be  directed  away  from  Mt . 
Carmel  because  the  emergency  room  is  full  and  there  are  no  critical  care  beds 
available.    However,  emergency  services  often  must  override  this  closure 
directive  since  there  is  no  other  immediate  source  of  care  for  the  critically 
1 1 1  pat  lent . 

Net  revenues  and  margins  from  various  payor  sources.    Before  getting  into 
the  impact  of  some  of  the  specific  cuts  that  are  being  proposed  for  Medicare,  I 
would  like  to  give  you  an  overview  of  some  of  Mt .  Carmel 's  financial 
indicators.    Our  net  revenue  for  the  fiscal  year  ending  June  30,  1989  totalled 
$171.3  million,  and  our  net  loss  from  operations  was  about  $18.9  million. 
For  the  current  fiscal  year  we  estimate  that  net  revenue  will  total  $153.4 
million.    Of  most  significance,  however,  is  the  expectation  of  a  net  loss  from 
operations  of  $25.4  million,  an  increase  of  34  percent  from  the  preceding  year 
and  a  loss  which  Is  not  sustainable  without  substantial   losses  to  our  entire 
corporation.    Were  we  to  receive  reimbursement  for  our  uncompensated  care,  our 
estimated  $25.4  million  loss  would  decrease  to  $7.6  million,  a  loss  that  would 


/ 


94 


Page  5 


be  sustainable.  This  $  25.4  million  loss  is  distributed  as  follows  according 
to  payers: 

Het  operating  losses  for  fiscal  year  ending  June  30,  1990 
(in  mi  I i ions  of  doiiars) 

Uncompensated  Blue  Cross  & 

Total         k^edicare  l>^edica  id  Care  Other 

($25.4)        ($8.9)  ($5.1)  ($13.6)  $2.2 


Inability  to  shift  costs  to  other  payers.    Traditionally,  it  has  been 
asserted  that  hospitals  made  up  their  shortfalls  in  Medicare,  Medicaid,  and 
recoupment  of  uncompensated  care  through  additional  charges  to  and  revenue  from 
private  sector  payers.    This  tabulation  Indicates  how  unrealistic  this 
proposition  is.    Were  we  to  attempt  to  recoup  these  three  shortfalls  from  Blue 
Cross  and  other  payers,  we  would  have  to  increase  the  amount  they  paid  by  $27.6 
million  or  38  percent!    Obviously  these  payers,  many  of  who  are  employers, 
would  refuse  to  pay  such  an  increase  in  costs  and  would  direct  that  their 
employees  seek  care  at  other  hospitals. 

I  believe  that  private  sector  third-party  payers  have  become  exceedingly 
aggressive  in  their  demand  for  contractual  allowances,  perhaps  more  so  in  the 
Mercy  Hospitals  and  Health  Services  area  of  Detroit,  where  large  employers 
predominate. 

Further,  smaller  third-party  payers  who  have  been  unable,  singly,  to 
negotiate  reduced-costs  contracts  with  hospitals  have  successfully  sought 
statutory  remedies  so  that  they  do  not  have  to  pay  hospital  charges  for  care 
rendered  to  individuals  whose  injuries  or  diseases  have  arisen  out  of  and  in 
the  course  of  employment.    Effective  September,  1989,  care  rendered  by 
hospitals  to  individuals  under  the  aegis  of  the  Workers'  Disability 
Compensation  Act  are  bound  by  a  fee  schedule.    Under  this  schedule,  we  receive 
our  allowable  costs  plus  a  few  percentage  points. 

Michigan's  auto  no-fault  law  requires  payment  for  health,  medical  and 
rehabilitation  needs  arising  from  motor  vehicle  accidents,  and  this  is  the  only 
remaining  group  of  third-party  payers  of  any  size  who  continue  to  pay  charges. 
Legislation  is  currently  being  actively  debated  in  the  Michigan  Legislature 
which  would  place  health,  medical,  and  rehabilitation  services  rendered 
pursuant  to  this  Act  under  a  prescribed  fee  schedule.     In  short,  the  ability 
to  shift  revenue  shortfalls  to  other  payers  has  all  but  completely  evaporated. 

Inability  to  shift  costs  to  public  hospitals.     I  believe  that  this 
Subcommittee  has  received  testimony  enumerating  statistics  about  the 
overwhelming  burden  of  indigent  care  incurred  by  publicly-owned  hospitals.  I 
have  seen  data  which  indicates  that  public  hospitals  provide  approximately  40 
percent  of  the  uncompensated  care  in  the  nation's  hospitals.    This  percent  is 
not  replicated  in  Michigan  in  which  only  a  minuscule  proportion  of  the  State's 
hospitals  are  owned  by  the  government  and  most  of  these  hospitals,  which  tend 
to  be  in  the  State's  rural  areas,  are  in  the  process  of  utilizing  new  state 
legislation  that  permits  them  to  operate  as  not-for-profit  corporations. 
Therefore,   in  Michigan,  the  nonprofit  sector  is  relied  upon  to  provide  the 
uncompensated  care  to  the  State's  estimated  900,000  individuals  without  health 
care  coverage  which  is,  to  a  much  larger  extent,  provided  by  public  hospitals 
in  other  states.    The  Michigan  Hospital  Association  estimates  that 
uncompensated  care  totalled  about  $368  million  in  1988,  the  latest  year  for 
which  this  statistic  is  available. 


Medicaid  funding  trends.    At  present,  Mercy  Hospitals  and  Health  Services  of 
Detroit  receives  about  87  cents  for  every  dollar  it  costs  to  treat  a  Medicaid 
patient,  a  decline  of  over  8  percentage  points  from  just  one  year  ago.  As 
Michigan  attempts  to  meet  its  constitutionally-mandated  requirement  for  a 
balanced  budget  this  year,  the  Administration  is  attempting  to  reduce  Medicaid 
payments  to  hospitals  by  as  much  as  10  percent  since  it  appears  that  revenue 
collections  for  all  estimated  spending  needs  may  fall  short  of  what  is 
required.    This  cents-on-the-do I  I ar  figure  is  sure  to  decrease,  perhaps  as  much 
as  10-15  percent,  for  the  fiscal  year  commencing  October  1,  1990  If  the 
Administration's  newly-proposed  10  percent  cuts  are  adopted  by  the  Legislature. 
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Medicare  funding  trends.     In  the  current  fiscal  year,  we  estimate  that 
Medicare  will  reimburse  us  84  cents  for  every  dollar  it  costs  to  treat  Medicare 
patients.    Our  estimated  case  mix  is  1.24  as  of  1989. 

IMPACT  OF  MEDICARE  CUTS 

We  are  aware  that  the  Subcommittee  is  considering  a  number  of  options  for 
cutting  reimbursement  to  Medicare.     I  would  like  to  share  with  you  what  we 
deem  to  be  the  deleterious  impact  on  inner  city  urban  hospitals  of  the  array  of 
cuts  being  considered: 

1.      Indirect  Medical  Education  Factor.     It  is  my  understanding  that  when 
the  indirect  medical  education  (IME)  factor  was  incorporated  into  the 
Medicare  reimbursement  equation,  it  was  deemed  a  desirable  means  of 
assuring  that  teaching  hospitals,  which  are  often  located  in  inner  city 
hospitals,  would  have  adequate  reimbursement  to  cover  the  added  costs 
incurred  for  the  teaching  program  and  the  added  needs  from  higher 
volumes  of  uncompensated  care.    This  premise  is  as  valid  today  as  it 
was  when  the  Medicare  program'  commenced. 

I  have  seen  studies  from  the  Inspector  General  which  assert  that  this 
factor,  which  I  have  seen  decrease  from  an  average  of  over  11  percent 
to  the  current  average  of  7.65  percent,  should  be  reduced  to  4.05 
percent  because  teaching  hospitals  have  margins  considerably  higher 
than  nonteaching  hospitals.    Whatever  the  realities  of  their  data,  they 
simply  do  not  reflect  the  reality  we  are  experiencing  in  Detroit.  As 
indicated  above,  Mt .  Carmel  Mercy  Hospital  has  a  significant  residency 
program  while  Samaritan  has  a  small  program.    We  are  a  teaching 
hospital  and  the  reduction  in  the  indirect  medical  education  factor 
will  have  the  following  impacts  on  our  Medicare  margins: 

Medicare  Operating  Margin  after  reduction  in 
Indirect  Medical  Education  Factor 

(in  mill  ions  of  dol lars) 

Reduction  in  factor  to: 
Current  6.8%  4.05% 

($8.9)  ($9.2)  ($10.3) 


2.      Capital  payments.    As  we  indicated  above,  Mercy  Hospitals  operates 
hospital  and  other  health  care  services  In  several  states.    About  18 
percent  of  the  debt  service  is  dedicated  to  providing  hospital  care  at 
our  two  hospitals  in  the  inner  city  of  Detroit.    Were  Medicare  capital 
payments  decreased  from  the  current  85  to  75  percent  of  costs,  we  would 
incur  additional  Medicare  loss  margins  as  follows: 

Medicare  operating  margin  after  reduction  in 
Capital  payment 

(in  mill  ions  of  dol lars) 

Reduction  in  percent  of  reimbursement  to: 
Current  80%  75% 

($8.9)  ($9.2)  ($9.6) 


SUMMARY 

Cha  i  rperson  Stark,  on  behalf  of  the  Sisters  of  Mercy  Health  Corporation,  we 
are  gratified  that  you  are  holding  these  hearings  to  garner  information  about 
the  exigencies  of  providing  care  in  inner  city  settings.    We  sincerely  trust 
that  you  will  take  actions  that  enable  us  to  continue  to  provide  health  care  to 
the  multitude  of  individuals  who  come  to  our  facilities  without  the  ability  to 
pay  for  the  care  they  receive. 

We  strongly  urge  that  you  categorically  reject  the  Administration- 
recommended  cuts  in  the  Medicare  program  and  provide  Medicare  updates  equal  to 
the  predicted  increase  in  the  Medicare  economic  index.    We  further  request  that 
an  examination  of  the  disproportionate  share  factor  be  made  with  the  intention 
of  properly  funding  inner  city  hospitals  which  provide  front  line  trauma  care. 

I  again  thank  you  for  this  opportunity  and  would  be  pleased  to  answer  any 
questions  you  or  others  of  the  Committee  have. 
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Chairman  Stark.  Thank  you. 
Mr.  Nannis. 

STATEMENT  OF  PAUL  W.  NANNIS,  COMMISSIONER  OF  HEALTH, 
CITY  OF  MILWAUKEE,  WIS.,  ON  BEHALF  OF  NATIONAL  ASSO- 
CIATION OF  COMMUNITY  HEALTH  CENTERS 

Mr.  Nannis.  Thank  you,  Mr.  Chairman  and  committee,  for  the 
opportunity  to  testify.  My  name  is  Paul  Nannis,  and  I  am  current- 
ly the  commissioner  of  health  for  the  city  of  Milwaukee.  Among 
the  services  and  programs  run  by  the  Milwaukee  Health  Depart- 
ment are  two  community  health  centers,  the  Isaac  Coggs  Health 
Center  and  the  Johnston  Community  Health  Center.  Both  current- 
ly participate  in  a  Medicare  waiver  program.  This  program  pro- 
vides for  expanded  Medicare  benefits  and  cost-based  reimburse- 
ment for  the  centers.  Services  at  one  of  our  centers  are  now  being 
handled  by  a  recently  funded  U.S.  Public  Health  Service  3300 
grantee — the  Isaac  Coggs  Health  Connection. 

It  is  exciting  for  me  because  for  the  last  10  years  prior  to  my  ap- 
pointment as  commissioner  I  had  been  the  director  of  a  community 
health  center,  and  now  in  Milwaukee  we  have  an  opportunity  to 
witness  a  merger  and  partnership  between  the  public  health  de- 
partment and  the  federally  funded  community  health  centers. 

I  would  like  to  talk  briefly  about  community  and  migrant  health 
centers.  The  Federal  Community  Health  Center,  Migrant  Health 
Center  and  Health  Care  for  the  Homeless  programs  support  com- 
prehensive primary  care  centers,  operated  by  community-based, 
not-for-profit  organizations.  They  serve  low-income  people  in  local- 
ities with  high  medical  needs  and  low  numbers  of  medical  provid- 
ers. Presently,  there  are  over  600  community  health  centers,  mi- 
grant health  centers,  and  health  care  for  the  homeless  projects 
that  are  the  main  source  of  health  care  for  almost  6  million  Ameri- 
cans, of  which  4  million  are  minorities. 

In  1978,  the  Robert  Wood  Johnson  Foundation  chose  five  major 
U.S.  cities  as  recipients  of  a  Municipal  Health  Services  Program, 
the  MHSP  grant.  Baltimore,  Cincinnati,  San  Jose,  St.  Louis,  and 
Milwaukee  were  selected.  The  premise  to  be  tested  in  this  project 
was  that  health  care  would  be  more  readily  utilized  by  those  in 
need  if  they  were  delivered  in  primary  care  settings  that  combined 
curative  as  well  as  preventive  health  services,  if  they  were  accessi- 
ble by  being  located  in  community  settings  in  urban  neighbor- 
hoods, and  if  they  were  more  affordable  to  low-income  people. 

Program  objectives  to  be  demonstrated  included  that  primary 
care  delivered  in  community  settings  would  be  more  cost  effective, 
that  emergency  room  visits  would  decline,  and  that  inpatient  hospi- 
tal care  would  also  be  reduced.  Additionally,  it  was  recognized  that 
the  poor  elderly  lack  access  to  comprehensive  medical  care  because 
they  lack  those  resources  to  obtain  such  care.  Like  so  many  of  the 
poor,  the  elderly  poor  postpone  health  care  until  an  acute  and 
often  crisis  condition  arises. 

Eventually,  after  discussions  between  RWJ  and  the  Health  Care 
Financing  Administration,  what  became  known  as  the  MHSP 
waiver  program  was  born.  HCFA  agreed  to  waive  the  usual  deduct- 
ible and  co-payments  for  persons  enrolled  in  Medicare  A  and  Medi- 
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care  B  who  received  health  care  at  the  centers  in  those  five  cities. 
HCFA  also  expanded  the  services  covered  by  Medicare  for  MHSP 
clients  and  provided  reimbursement  on  a  reasonable  cost  basis  to 
the  centers. 

Originally,  these  waivers  were  supposed  to  expire,  but  the  waiver 
remains  in  place  today  after  being  extended  by  Congress,  and  spe- 
cifically under  your  leadership,  in  OBRA  1989. 

The  MHSP  waiver  program  was  evaluated  under  contract  by  the 
University  of  Chicago.  The  final  report,  published  in  1986,  found 
the  program  goal  of  reaching  targeted  groups  was  largely  achieved. 
It  is  particularly  of  note  that  those  who  had  been  using  outpatient 
departments,  emergency  rooms,  and  public  facilities  were  now  en- 
tered into  a  system  of  care.  Utilization  generally  improved.  There 
was  less  outpatient,  less  inpatient  hospital  care,  and  more  ancillary 
and  preventive  services,  such  as  dental.  And  total  per  capita  ex- 
penditures initially  appeared  to  be  lower  for  MHSP  users  than  for 
other  groups  in  general.  Particular  of  note  was  the  hospital  inpa- 
tient care  costs  for  Medicare  patients  lowered  through  participa- 
tion in  this  program. 

In  conclusion,  therefore,  we  realized  that  MHSP  achieved  cost 
savings  for  Medicare  beneficiaries  and  MHSP  replaced  costly  out- 
patient departments  and  emergency  rooms  for  a  source  of  care. 

Let  me  talk  about  community  health  centers  as  disproportionate 
providers.  Federally  funded  and  nonfederally  funded  nonprofit 
community-based  health  centers  across  the  country  serve  large 
numbers  of  poor  Medicare,  Medicaid,  and  uninsured  patients  in 
rural  and  urban  underserved  areas.  The  grant  dollars  from  Feder- 
al, State  and  local  sources  have  increasingly  over  recent  years  been 
expected  to  subsidize  the  cost  of  Medicare  and  Medicaid  patients 
because  these  programs  have  been  reimbursed  less  than  the  cost  of 
care  in  health  centers.  Eleven  percent  of  the  patients  in  federally 
funded  health  centers  are  Medicare,  but  only  7  percent  of  the  pa- 
tient revenue  in  these  centers  is  from  Medicare. 

Because  these  centers  are  located  in  underserved  areas  and  have 
large  numbers  of  Medicare,  Medicaid,  and  uninsured  patients, 
when  Government  insurance  programs  do  not  cover  the  cost  of  care 
to  the  beneficiary,  there  is  no  place  to  shift  cost  to  except  to  the 
grant  dollars.  These  grant  dollars,  therefore,  are  not  able  to  be 
used  for  the  uninsured  as  they  were  intended.  Health  centers,  like 
hospitals,  are  disproportionate  share  primary  care  providers. 

Additionally,  uninsured  and  underinsured  patients  of  community 
health  centers  are  asked  to  pay  a  portion  of  the  cost  of  their  care 
on  a  sliding  scale  ability  to  pay  basis.  Low-income  Medicare  pa- 
tients and  health  centers  are  caught  in  a  catch-22  situation  because 
HCFA  has  indicated  that  if  community  health  centers  follow  the 
Public  Health  Service  requirements  for  a  sliding  fee  scale  based  on 
an  ability  to  pay,  they  may  be  subject  to  fraud  and  abuse  charges 
as  they  are  not  attempting  to  collect  the  copay  and  deductible. 

Under  the  Public  Health  Service  requirements,  health  centers 
must  meet  quality  and  efficiency  standards  dictated  by  the  Public 
Health  Service  for  their  operations.  Recognizing  these  centers  as 
disproportionate  share  providers  for  the  purpose  of  Medicare  reim- 
bursement would  seem  fair  as  a  matter  of  Federal  health  care 
policy. 
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In  OBRA  1989,  Congress  did  recognize  these  centers  as  dispropor- 
tionate share  Medicaid  providers  and  mandated  cost-based  reim- 
bursement under  a  federally  qualified  health  center  program. 

I  would  like  to  conclude  and  make  a  couple  of  recommendations. 
As  introduced  by  Congressmen  Stark  and  Gradison,  H.R.  4233 
would  recognize  health  centers  as  Medicare  disproportionate  share 
providers  by  designating  them  as  eligible  federally  qualified  health 
centers  under  Medicare  and  by  recognizing  the  unique  aspects  of 
the  MHSP  program.  The  unique  benefits  of  the  MHSP  program  are 
the  combination  of  the  waiver  of  deductible,  along  with  the  provi- 
sion of  additional  preventive  health  services.  This  combination  of 
benefits  greatly  increases  access  to  care  for  many  low-income  elder- 
ly patients  who  critically  need  these  benefits.  H.R.  4233  now  gives 
us  an  opportunity  to  extend  these  benefits  to  patients  of  communi- 
ty health  centers. 

We  wholeheartedly  support  H.R.  4233  as  it  recognizes  that  the 
grant  dollars  were  intended  by  Congress  to  be  used  for  indigent 
care,  not  to  subsidize  Medicare  and  Medicaid.  The  foundation  of 
your  bill,  Mr.  Chairman,  is  that  it  designates  as  eligible  for  federal- 
ly qualified  health  center  status  both  federally  funded  and  locally 
funded  community  health  centers  and  allows  such  federally  quali- 
fied health  centers  to  receive  reasonable  cost-based  reimbursement 
from  Medicare.  This  provision  follows  what  Congress  did  in  OBRA 
1989  by  providing  cost-based  reimbursement  for  Medicaid  for  com- 
munity health  centers. 

H.R.  4233  also  addresses  the  problem  of  Medicare  copay  and  de- 
ductibles in  federally  qualified  health  centers.  We  support  this  con- 
cept of  waiving  the  deductible  and  providing  a  safe  harbor  for 
health  centers  on  the  Medicare  copay  in  order  that  low-income  pa- 
tients may  be  benefit  from  the  sliding  scale  based  on  an  ability  to 
pay  and  the  health  centers  will  not  be  subject  to  fraud  and  abuse 
charges  from  HCFA. 

Once  in  place,  health  centers  could  become  federally  qualified, 
receiving  cost-based  reimbursement  for  Medicare,  just  as  centers, 
because  of  OBRA  1989,  can  become  so  qualified  for  cost-based  Med- 
icaid reimbursement.  They  would  be  able  to  use  their  grant  dollars 
to  care  for  many  persons  who  are  without  any  kind  of  health  care 
coverage,  providing  cost  effective  primary  care  and  preventive 
health  services,  which  will  improve  health  status  and  reduce  the 
need  for  hospitalization,  emergency  room  use,  and  other  costly 
drains  on  the  resources  of  the  health  care  system.  Given  the  demo- 
graphic trends  and  the  high  utilization  of  health  care  by  the  elder- 
ly, passage  of  H.R.  4233  will  ensure  ongoing,  affordable  health  care 
for  a  vulnerable  segment  of  our  population  and  will  strengthen  the 
community  health  system  nationwide. 

Thank  you,  Mr.  Chairman  and  the  committee,  for  the  opportuni- 
ty to  testify.  I  would  be  happy  to  respond  to  any  questions  you  or 
your  colleagues  may  have. 

[The  statement  of  Mr.  Nannis  follows:] 
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Introduction 

Thank  you  Mr.  Chairman  for  the  opportunity  to  testify.  My  name  is  Paul  W.  Nan- 
nis, and  I  am  currently  the  Commissioner  of  Health  for  the  City  of  Milwaukee,  Wisconsin. 
Among  the  services  and  programs  run  by  the  Milwaukee  Health  Department  are  two  com- 
munity health  centers,  the  Isaac  Coggs  Community  Health  Center  and  the  Johnston  Com- 
munity Health  Center,  both  of  which  currently  participate  in  a  Medicare  waiver  program, 
which  provides  for  expanded  Medicare  Benefits  and  cost  based  reimbursement  for  these 
centers.  Services  at  the  Isaac  Coggs  center  are  provided  by  a  mutual  agreement  with  a  local 
Public  Health  Service  Section  330  grantee  -  the  Isaac  Coggs  Health  Connection. 

Before  I  was  appointed  to  my  current  position  in  July  1988,  I  was  the  Executive 
Director  of  the  16th  Street  Community  Health  Center  in  Milwaukee  for  ten  years.  The 
16th  Street  Community  Health  Center  is  one  of  three  federally  funded  330  projects  in  Mil- 
waukee. These  centers  offer  primary  health  care  and  related  services  to  low-income 
patients  in  inner  city  neighborhoods. 

I  have  enjoyed  the  cooperative  and  collaborative  efforts  of  the  federally  funded 
health  center  program  and  the  local  public  health  department.  Because  of  my  experience 
with  both  community  health  centers  and  the  Medicare  waiver  program,  I  am  here  today  to 
speak  on  behalf  of  the  National  Association  of  Community  Health  Centers  in  support  of 
H.R. 4233. 

Background 

Community  and  Migrant  Health  Centers 

The  federal  Community  Health  Center,  Migrant  Health  Center  and  Health 
Care  for  the  Homeless  programs,  support  comprehensive  primary  care  centers, 
operated  by  community-based,  not-for-profit  organizations,  serving  farmworkers 
and  other  low-income  people  in  localities  with  high  medical  needs  and  low  numbers 
of  medical  providers.  Presently  over  600  Community  Health  Centers,  Migrant 
Health  Centers  and  Health  Care  for  the  Homeless  projects  are  the  main  source  of 
health  care  for  nearly  6  million  Americans,  including  4  million  minorities. 

Medicare  Waiver  Program 

In  1978  the  Robert  Wood  Johnson  (RWJ)  Foundation  chose  five  major  U.S. 
cities  as  recipients  of  a  Municipal  Health  Services  Program  (MHSP)  grant  -  Bal- 
timore, Cincinnati,  San  Jose,  St.  Louis  and  Milwaukee.  The  premise  to  be  tested  in 
these  cities  was  that  health  care  would  be  more  readily  utilized  by  those  in  need  if 
that  care  was: 

1)  delivered  in  primary  care  settings  that  combined  curative  as  well  as 
preventive  health  services; 

2)  more  accessible  by  being  located  in  community  health  centers  in  urban 
neighborhoods;  and, 

3)  more  affordable  to  low-income  people. 

Program  objectives  to  be  demonstrated  included  that  primary  care  delivered 
in  community  settings  would  be  more  cost  effective,  that  emergency  room  visits 
would  decline,  and  that  in-patient  hospital  care  would  also  be  reduced.  Addi- 
tionally, it  was  recognized  that  the  poor  elderly  lack  access  to  comprehensive  medi- 
cal care  because  they  lack  the  financial  resources  to  obtain  care.  Like  so  many  of 
the  poor,  the  elderly  poor  postpone  health  care  until  an  acute  and  often  crisis  condi- 
tion arises. 
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Eventually,  after  discussions  between  RWJ  and  the  Health  Care  Financing 
Administration  (HCFA),  what  became  known  as  the  MHSP  Medicare  Waiver 
Program  was  born.  HCFA  agreed  to  waive  the  usual  deductible  and  co-payments  for 
persons  enrolled  in  Medicare  Parts  A  (hospital)  and  B  (medical)  who  received  health 
care  at  the  MHSP  centers  in  the  five  cities.  HCFA  also  expanded  the  services 
covered  by  Medicare  for  MHSP  clients  and  provided  reimbursement  on  a  reasonable 
cost  basis  to  the  MHSP  centers. 

Originally,  the  MHSP  Medicare  waivers  were  approved  to  be  effective  for 
one  year  past  the  life  of  the  RWJ  Municipal  Health  Services  Program,  or  until 
December  31,  1984.  This  waiver  remains  in  place  today  after  being  extended  by 
Congress  and  specifically,  under  your  leadership,  in  OBRA  '89. 

The  MHSP  Medicare  Waiver  Program  was  evaluated  under  contract  by  the 
University  of  Chicago  to  evaluate  the  impact  of  the  MHSP  program  and  the  HCFA 
waiver  on  expenditures  for  medical  care.  The  final  report,  published  in  1986,  found 
some  of  the  following: 

1)  The  program  goal  of  reaching  targeted  groups  was  largely  achieved.  The 
clinics  served  children  and  adults,  persons  with  special  needs,  particularly 
the  low-income  with  limited  insurance  coverage,  and  significant  minority 
populations.  Is  also  served  those  who  had  previously  been  using  outpatient 
departments,  emergency  rooms  and  public  facilities. 

2)  Utilization  patterns  generally  improved.  Persons  seen  in  MHSP  centers  used: 

0         less  outpatient  and  emergency  care; 
o         less  inpatient  hospital  care;  and, 

o         more  ancillary  and  preventive  services,  such  as  dental  care. 

3)  Total  per  capita  expenditures  initially  appeared  to  be  lower  for  MHSP  users 
than  for  other  groups: 

o         hospital  inpatient  costs  for  MHSP  users  may  have  been  lower; 
o         hospital  inpatient  costs  for  Medicare  patients  were  lower; 
o         outpatient  and  emergency  room  expenditures  were  lower  for  all  MHSP 
users; 

0         lab  and  X-ray  expenditures  were  lower  for  all  users;  and, 
0         other  physician  ambulatory  expenditures  were  higher. 

The  conclusions,  therefore,  were  that: 

0         MHSP  achieved  cost  savings  for  Medicare  beneficiaries;  and, 
0         MHSP  replaced  costly  outpatient  department  and  emergency  room 
care. 

For  routine  visits  (defined  as  face-to-face  encounters  for  primary  care  with  a 
physician,  physician  extender  or  nurse  practitioner)  the  MHSP  Medicare  cost  per 
visit  was  $41  -  51  average.  Ancillary  visits  for  dental,  lab,  pharmacy,  radiology, 
podiatry,  eyeglasses,  physical,  speech  or  occupational  therapy,  audiology,  transporta- 
tion, mental  health  and  nuclear  medicine  accounted  for  47  -  74%  of  the  total  MHSP 
Medicare  reimbursements.  Dental  work  was  almost  half  of  this  total  (48%)  and 
pharmacy  accounted  for  nearly  a  quarter  of  it  (23%). 

In  comparing  MHSP  user  costs  with  non-MHSP  user  costs,  the  following  con- 
clusions were  drawn: 

Total  routine  and  ancillary  costs  per  capita: 
MHSP  user:  $989 
non-MHSP  user:  $1,705 

(MHSP  user  was  at  58%  of  cost  of  non-user) 

Excluding  ancillary  services  per  capita: 
MHSP  user:  $874 
non-MHSP  user:  $1,682 

(MHSP  user  cost  was  52%  of  non-user) 


Community  Health  Centers  as  Disproportionate  Share  Providers 

Federally  funded  and  non-federally  funded  non-profit  community  based 
health  centers  across  the  country  are  serving  large  numbers  of  poor  Medicare, 
Medicaid,  and  uninsured  patients  in  rural  and  urban  medically  underserved  areas. 
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The  grant  dollars  from  federal,  state,  and  local  sources  have  increasingly,  over 
recent  years,  been  expected  to  subsidize  the  cost  of  care  to  Medicare  and  Medicaid 
patients  because  these  programs  have  reimbursed  less  than  the  cost  of  care  in  health 
centers.  Eleven  percent  of  the  patients  of  federally  funded  community  health  cen- 
ters are  over  age  65,  but  only  seven  percent  of  the  patient  revenue  of  these  centers  is 
from  Medicare. 

Because  these  health  centers  are  located  in  underserved  areas  and  serve  large 
numbers  of  Medicare,  Medicaid,  and  uninsured  patients,  when  the  government  in- 
surance programs  do  not  cover  the  cost  of  care  to  their  beneficiaries  there  is  no 
place  to  "shift  the  cost"  except  to  grant  dollars.  These  grant  dollars,  therefore,  are 
not  able  to  be  used  for  the  uninsured  as  they  were  intended.  Thus,  health  centers, 
like  hospitals,  are  disproportionate  share,  primary  care  providers. 

Additionally,  uninsured  and  underinsured  patients  of  community  health  cen- 
ters are  asked  to  pay  a  portion  of  the  cost  of  their  care  under  a  "sliding  scale  - 
ability  to  pay"  basis.  Low-income  Medicare  patients  and  health  centers  have  been 
caught  in  a  "catch-22"  situation  because  HCFA  has  indicated  that  if  community 
health  centers  follow  the  Public  Health  Service  requirements  for  a  sliding  scale 
based  upon  ability  to  pay,  they  are  subject  to  fraud  and  abuse  charges  as  they  arc 
not  attempting  to  collect  the  copay  and  deductible. 

Under  the  Public  Health  Service  requirements,  health  centers  must  meet 
quality  and  efficiency  standards  and  undergo  the  oversight  of  the  Public  Health 
Service  for  their  operations.  Recognizing  these  centers  as  disproportionate  share 
providers  for  purposes  of  Medicare  reimbursement  and  their  poor  elderly  and  dis- 
abled Medicare  beneficiaries  would  only  seem  fair  as  a  matter  of  federal  health  care 
policy. 

In  OBRA  '89,  Congress  did  recognize  these  centers  as  disproportionate  share 
Medicaid  providers  and  mandated  cost  based  reimbursement  under  a  Federally 
Qualified  Health  Center  program. 

Conclusion  and  Recommendations 

As  introduced  by  Congressmen  Stark  and  Gradison,  H.R.  4233,  would  recognize 
health  centers  as  Medicare  disproportionate  share  providers  by  designating  them  as  eligible 
Federally  Qualified  Health  Centers  under  Medicare  and  by  recognizing  unique  aspects  of 
the  MHSP  programs.  The  unique  benefits  of  the  MHSP  program  are  the  combination  of  the 
waiver  of  deductibles  along  with  the  provision  of  additional  preventive  health  care  serv- 
ices. This  combination  of  benefits  greatly  increases  access  to  health  care  for  many  low- 
income  elderly  patients  who  critically  need  these  benefits.  H.R.  4233  now  gives  us  an  op- 
portunity to  extend  the  benefits  to  patients  of  community  health  centers. 

Additionally,  we  wholeheartedly  support  H.R.  4233  as  it  recognizes  that  the  grant 
dollars  were  intended  by  Congress  to  be  used  for  indigent  care,  not  to  subsidize  Medicare 
and  Medicaid.  The  foundation  of  the  bill  is  that  it  designates  as  eligible  for  Federally 
Qualified  Health  Centers  status  both  federally  funded  and  locally  funded  community 
health  centers  and  allows  Federally  Qualified  Health  Centers  to  receive  reasonable  cost 
reimbursement  from  Medicare.  This  provision  follows  what  Congress  did  in  OBRA  '89  by 
providing  cost-based  reimbursement  for  Medicaid  for  cost  based  reimbursement  for 
Medicaid  for  community  health  centers. 

H.R.  4233  also  addresses  the  problem  of  Medicare  copay  and  deductibles  in 
Federally  Qualified  Health  Centers.  We  support  this  concept  of  waiving  the  deductible  and 
of  providing  a  safe  harbor  for  health  centers  on  the  Medicare  copay  in  order  that  low- 
income  patients  may  benefit  from  the  "sliding  scale  based  upon  ability  to  pay"  and  the 
health  centers  will  not  be  subject  to  fraud  and  abuse  charges. 

Once  H.R.  4233  was  in  place,  health  centers  could  become  Federally  Qualified 
Health  Centers  receiving  cost  based  reimbursement  for  Medicare,  just  as  centers,  because  of 
OBRA  '89,  can  become  Federally  Qualified  Health  Centers  for  cost  based  Medicaid  reim- 
bursement. They  would  then  be  able  to  use  their  grant  dollars  to  care  for  the  many  persons 
who  are  without  health  coverage  of  any  kind,  providing  cost-effective  primary  care  and 
preventive  health  services  which  will  improve  health  status  and  reduce  the  need  for 
hospitalization,  emergency  room  use  and  other  costly  drains  on  the  resources  of  America's 
health  care  system.  Given  the  demographic  trends  and  the  high  utilization  of  health  care 
by  the  elderly,  passage  of  H.R.  4233  will  insure  ongoing,  affordable  health  care  for  a  vul- 
nerable segment  of  our  population  and  will  strengthen  the  community  health  center  system 
nationwide. 

Thank  you,  Mr.  Chairman,  for  this  opportunity  to  testify.  I  will  be  happy  to 
respond  to  any  questions  you  and  your  colleagues  may  have. 
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Chairman  Stark.  I  want  to  thank  the  witnesses. 

Sister  Mary,  in  Massachusetts,  you  now  have  basically  a  manda- 
tory health  insurance  system.  If  I  understand  it,  every  resident  in 
Massachusetts  should  have  health  insurance  and  ought  to  pay,  or 
the  providers  should  be  reimbursed  at  least  at  the  Medicaid  level — 
which  I  also  understand  in  Massachusetts  is  pretty  close  to  Medi- 
care. Will  this  reduce  or  come  close  to  eliminating  your  uncompen- 
sated care? 

Sister  Mary.  Jack,  I  would  like  to  ask  you  to  respond. 

Chairman  Stark.  Mr.  Logue  is  it? 

Mr.  Logue.  Yes,  it  is. 

Sister  Mary.  Jack  is  our  president. 

Mr.  Logue.  The  example  that  we  gave  was  a  good  example  of  the 
kind  of  patient  that  would  not  specifically  be  covered  by  univer- 
sal— but  it  is  those  patients  and  the  homeless  patients  and  the  un- 
documented patients  who  would  not  be  covered  by  universal  health 
care. 

Chairman  Stark.  Illegal  residents — you  mean  the  good  Governor 
did  not  make  his  bill  apply  to  all  residents  of  Massachusetts? 
Mr.  Logue.  Not  yet. 

Chairman  Stark.  Just  citizens  of  the  Commonwealth? 

Mr.  Logue.  Well,  the  problem  is  those  individuals  do  not  want  to 
come  into  the  public  light,  and  still  they  need  health  care.  And 
they  will  not  apply  for  whatever  is  available.  And  so  they  come  in 
and  they  are  sick  and  they  need  health  care,  and  so  we  give  it  to 
them.  And  there  is  no  one  there  to  cover  that. 

It  is  not  unlike  the  homeless  who  also  do  not  want  to  apply  for 
Medicaid,  or  do  not  apply  for  whatever  reasons. 

Chairman  Stark.  Let  me  just  follow  this  through  for  a  minute.  It 
is  my  understanding  that  there  is  a  $2,000  deductible  in  the  Gover- 
nor's plan,  so  that  the  good  citizens  who  are  in  the  mandatory  or 
the  Government  health  program  have  to  pony  up  the  first  $2,000 
unless  they  are  below  about  $14,000  in  income,  in  which  case  the 
Commonwealth  pays  their  share.  It  would  seem  to  me  to  be  pretty 
simple  to  presume  that  a  homeless  person  or  otherwise  undocu- 
mented individual  was  an  indigent,  and  that  the  State  would  reim- 
burse you. 

If  that  were  the  case,  it  just  seems  to  me  that  you  are  getting 
down  to  what  a  national  health  insurance  scheme  would  do,  if  it  is 
a  socially  based  scheme  rather  than  employment-based,  it  just 
means  that  every  resident  has  insurance. 

Let  me  ask  the  question  in  a  different  way.  If  you  received  Medi- 
care-level reimbursement  for  every  patient  you  treated,  could  you 
survive? 

Mr.  Logue.  Yes,  we  could. 

Chairman  Stark.  Comfortably? 

Mr.  Logue.  Comfortably. 

Chairman  Stark.  That  is  why  you  want  the  Stark  bill,  which 
will  soon  become,  I  am  sure,  the  Stark-Donnelly  bill  after  that  en- 
dorsement. 

Mr.  Logue.  If  we  can  overcome  the  problem  of  appropriately  doc- 
umenting those  patients.  The  reason  we  gave  the  drug  abuser  is  be- 
cause they  simply  will  not  cooperate  with  the  program. 
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Chairman  Stark.  If,  in  fact,  we  had  a  national  health  insurance 
program  that  provides  coverage  for  every  resident  in  the  country 
then  you  don't  have  to  document  it.  Our  concern  at  the  Federal 
level,  then,  would  be  collecting  from  those  with  the  ability  to  pay. 
But  one  would  presume  that  those  on  the  lam  or  coming  for  a  visit 
from  Canada,  no  matter  how  brief  a  duration,  would  be  entitled  to 
the  care.  Part  of  the  plan  is  that  every  provider  would  be  entitled 
to  a  reasonable  compensation  for  every  service  provided. 

One  would  hope  that  that  would  resolve  your  problems,  and 
hopefully  that  of  many  other  hospitals. 

Mr.  Nannis,  one  other  question.  Are  any  Community  Health 
Center  physicians  being  denied  admitting  privileges  at  local  hospi- 
tals? 

Mr.  Nannis.  It  does  seem  fairly  clear  that  admitting  privileges 
for  medical  personnel  that  serve  large  numbers  of  low  income, 
many  uninsured  patients,  that  the  lack  of  admitting  privileges,  the 
denial  of  admitting  privileges  has  historically  been  a  problem. 

The  two  examples  that  I  am  most  familiar  with  is  one  from 
Brownsville,  Texas,  where  there  has  been  an  attempt  to  deny  gen- 
eral admitting  privileges,  and  one  from  physicians  from  a  Health 
Center  in  Jackson,  Mississippi. 

I  could  get  back  to  you — I  would  like  to  get  back  to  you  with 
more  detail  on  those  two  instances. 

Chairman  Stark.  This  is  not  the  case  in  Milwaukee? 

Mr.  Nannis.  It  does  not  seem  to  be  the  case  in  Milwaukee. 

Chairman  Stark.  Or  in  Boston,  Sister  Mary? 

Sister  Mary.  No. 

Chairman  Stark.  All  right.  Or  in  Detroit? 
Mr.  LuBAWAY.  Not  a  problem. 
Chairman  Stark.  Not  at  all.  OK. 

So  this  is  not  necessarily  something  that  is  happening  at  your 
health  centers  in  Milwaukee? 

Mr.  Nannis.  It  has  not  been  a  problem  with  the  three  federally 
funded  and  the  two  city-sponsored  clinics  in  Milwaukee. 

Chairman  Stark.  Will  the  reimbursement  changes  for  treating 
Medicare  beneficiaries  at  the  Community  Health  Centers  increase 
the  traffic  in  your  centers? 

Mr.  Nannis.  Well,  they  should.  I  mean,  frankly  what  is  happen- 
ing is  that  the  grant  dollars  that  are  received,  you  get  through  the 
Public  Health  Service  with  the  local  dollars. 

The  Health  Center  that  I  was  Director  at  for  years  was  not  feder- 
ally funded  but  was  locally  funded.  When  those  dollars  have  to  be 
used  to  support  paying  patients,  there  is  less  dollars  available.  So 
one  would  argue  that  having  cost-based  reimbursement  both  for 
Medicaid,  which  is  now  allowed,  and  Medicare  with  free  dollars  up 
for  indigent  care,  which  is  really  the  critical  need  in  Milwaukee, 
particularly  where  these  centers  are  located. 

Chairman  Stark.  Thank  you.  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman.  Welcome,  all  of  you. 

Let  me  just  ask  briefly.  Do  you  think — you  heard  the  previous 
testimony,  you  have  been  all  very  patient — the  question  has  been 
jV  asked  before  whether  we  could  build  into  the  disproportionate 
['    share  approach  a  factor  for  uncompensated  care. 
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If  you  would,  give  us  just  briefly  your  feeling  of  the  feasibility  of 
that  based  on  your  experience.  What  do  you  think?  I  mean,  as  we 
pursue  this,  are  we  barking  up  the  wrong  path  or  not? 

Mr.  LuBAWAY.  Well,  I  have  looked  at  the  question  of  the  feasibili- 
ty from  a  different  perspective.  It  is  easier  for  me  to  quantify,  say, 
uncompensated  care  than  it  is  to  make  a  distinction  between  char- 
ity care  and  bad  debts. 

If  we  were  to  implement  say  the  Hill-Burton  standards  and  apply 
those  standards  to  all  of  our  patients  coming  through  the  emergen- 
cy room  at  Mount  Carmel,  for  example,  we  would  probably  end  up 
qualifying  most  of  the  people  who  are  treated  as  bad  debts  for  char- 
ity care. 

The  bottom  line  on  it  is  we  cannot  afford  it,  no  matter  what  you 
call  it.  But  it  is  easier  to  have  a  more  global  definition  than  it  is  to 
nail  the  definition  down. 

Mr.  LoGUE.  I  have  really  a  limited  understanding  of  how  that 
calculation  works.  But  I  know  that  it  is  a  fact  that  among  private 
hospitals,  as  a  proportion  of  our  total  revenue,  that  we  serve  more 
uncompensated  care  than  any  other  hospital  in  the  Common- 
wealth. And  yet  we  rarely  qualify  as  a  disproportionate  share  hos- 
pital. 

And  that  says  to  me  we  really  need  to  look  at  it  and  include  the 
factors  that  account  for  the  uncompensated  care  that  we  have  in 
that  formula  in  some  way. 

Mr.  Levin.  The  question  is  how  we  do  that.  Calculations  can  be 
complicated.  The  abuse  is  sometimes  substantial. 

In  order  for  us  to  pursue  this  path,  we  have  to  not  only  guess 
what  it  means,  but  design  some  kind  of  a  system. 

Well,  thanks.  If  you  have  any  further  ideas  on  this  in  the  next 
couple  of  months,  let  us  know. 

Thank  you. 

Mr.  Donnelly  [presiding].  Let  me  follow  up  on  Congressman 
Levin's  question  because  he  and  I  have  been  discussing  this  issue  to 
see  if  there  is  a  change  in  formula  that  is  necessary  and  can  be 
practically  applied. 

Jack,  maybe  you  or  Sister  can  answer  this:  What  is  your  defini- 
tional difference  between  charity  care  and  bad  debt? 

Mr.  LoGUE.  Part  of  it  is  by  definition  of  the  Commonwealth.  But 
if  a  patient  can  come  in  and  can  meet  appropriate  qualifications 
for  documentation  as  a  free  care,  then  they  are  classified  as  a  free 
care  patient. 

Mr.  Donnelly.  But,  for  the  record,  can  you  give  us  a  quick  syn- 
opsis of  that? 

Mr.  LoGUE.  They  come  in,  they  fill  out  a  form,  they  tell  us  who 
they  are  and  where  they  live,  and  they  can  prove  where  they  live. 
And  they  have  some  reference  to  how  much  income  that  they 
might  have  that  is  reasonable,  or  that  they  have  none. 

Mr.  Donnelly.  And  they  say  they  are  broke,  right? 

Mr.  LoGUE.  They  have  none.  Then  we  can  qualify  them  as  a  free 
care  patient. 

On  the  other  hand,  if  we  cannot  document  that,  we  must  accept 
whatever  they  give  us  or  they  give  us  nothing.  And  then,  most 
often,  turn  in  to  be  a  bad  debt. 
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Mr.  Donnelly.  Now,  the  people  on  charity  care  would  be  those 
just  above  the  Medicaid  eligible  criteria  or  they  are  homeless 
people? 

Mr.  LoGUE.  Yes. 

Mr.  Donnelly.  Illegal  immigrants,  undocumented  immigrants, 
people  like  the  Sister  said  that  do  not,  want  to  join  the  system. 

Mr.  Logue.  That  is  right.  But  if  they  do  not,  for  whatever  reason, 
if  they  are  not  willing  to  make  a  free  care  application,  then  they 
become  a  bad  debt. 

Mr.  Donnelly.  So,  in  last  year,  at  the  Carney — you  said,  Sister, 
that  10  percent  were  free  care'and/or  bad  debt. 

What  percentage  of  that  10  percent  were  free  care  or  charity 
care,  do  you  know  off  the  top  of  your  head,  or  maybe  you  could  get 
it  to  the  committee  later? 

Mr.  Logue.  It  is  about  half  and  half. 

Mr.  Donnelly.  It  is  about  5  percent. 

Mr.  Logue.  5  percent. 

Mr.  Donnelly.  So,  5  percent  of  your  admissions  say  up  front 
there  is  no  possible  way  that  I  can  pay  for  this  bill? 
Mr.  Logue.  Or  pay  for  it  at  a  reduced  rate. 

Mr.  Donnelly.  Or  even  at  a  reduced  rate.  And  then  5  percent 
are  deadbeats,  people  that  you  just  cannot  chase  down,  would  that 
be  it? 

Sister  Mary.  They  will  give  us  addresses  and  there  is  just  no 
such  place. 

Mr.  Logue.  We  lost  $1V4  million  last  year  simply  on  bad  address- 
es. 

Mr.  Donnelly.  A  $iy4  million  on  bad  addresses,  addressee  un- 
known. 

Mr.  Logue.  Addressee  unknown.  Address  given  no  

Sister  Mary.  Because  our  policies  at  the  emergency  room,  we 
have  had  to  change  just  to  try  and  document  who  are  bad  debts 
and  who  should  be  charity. 

So  now  we  do  say  you  must  go  home  and,  you  know,  get  informa- 
tion if  we  need  it.  And  several  will  just  turn  around  and  walk  out 
because  they  do  not  want  to  give  their  telephone  number  or  a 
home  address  or  they  may  not  have  one.  That  is  the  other  thing. 
They  may  not  have  one. 

Mr.  Donnelly.  What  percent  of  your  bad  debt  and  charity  care 
comes  through  the  emergency  room? 

Mr.  Logue.  I  do  not  have  an  exact  number,  but  a  very  high  per- 
centage of  it,  you  know. 

Mr.  Donnelly.  Would  you  concur? 

Mr.  LuBAWAY.  Ours  is  about  70  percent  comes  through  the  ER. 

Mr.  Logue.  I  would  have  said  75. 

Mr.  Donnelly.  75  percent  comes  through  the  ER. 

And  is  it  possible,  and  you  probably  cannot  say  off  the  top  of 
your  head,  but  maybe  you  have  an  opinion  on  it. 

In  terms  of  the  cost  of  care  for  people  that  are  charged  to  your 
charity  account  or  your  bad  debt  account,  do  they  tend  to  be  more 
expensive  because  they  come  to  the  emergency  room  which  is — it 
seems  to  me  if  they  come  to  the  emergency  room,  it  is  labor  inten- 
sive, it  is  mechanically  intensive.  They  tend,  I  would  expect,  to  be 
much  more  expensive  patients  to  care  for. 
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Sister  Mary.  Certainly  true  because  they  have  not  usually  had 
good  health  care  starting  off.  So  the  example  that  I  used  was  an 
example  of  someone  with  multiple  health  problems,  not  just  the 
one  that  he  was  admitted  for. 

Mr.  Donnelly.  That  he  came  in  for. 

Sister  Mary.  Because  they  have  not  had  the  prevention,  they 
have  not  had  the  good  nutrition,  they  have  not  had  a  good  home. 
Their  health  habits  are  not  good. 

So  they  are  just  a  very,  very  high  risk  person,  and  a  very  expen- 
sive person  to  care  for.  And  they  will  not,  for  the  most  part,  follow 
through  on  the  good  recommendations  you  make  to  correct  their 
problem. 

Many  just  come  in  for  a  Band-Aid  type  of  "Take  care  of  me  now 
and  respond  to  my  pain  or  my  problem."  And  as  we  say,  a  large 
number  are  drug  abusers.  And  they  just  need  a  quick  help,  and 
they  will  be  back.  A  tremendous  number  of  repeaters.  And  I  think 
that  is  where  the  cost  comes  also. 

Mr.  Donnelly.  Would  you  all  concur  with  that?  Because,  in  the 
example  you  gave  with  the  AIDS  patient,  the  bill  was  about  $1,000 
per  day. 

Mr.  LoGUE.  And  also  those  patients  are  generally  very  difficult 
placement  problems  because  nobody — if  they  need  a  nursing  home 
or  extended  care,  nobody  wants  to  take  those  particular  patients. 
So  they  remain  in  the  hospital  the  longest  awaiting  somebody, 
some  relief. 

Mr.  Donnelly.  And  since  they  are  not  Medicaid  eligible — I  mean 
it  is  difficult  enough  to  get  a  Medicaid  eligible  person  into  a  nurs- 
ing home,  and  it  is  probably  almost  impossible  to  get  somebody 
that  is  just  a  charity  case. 

Mr.  LoGUE.  That  is  correct. 

Mr.  Donnelly.  Into  a  nursing  home. 

Is  that  true  in  Michigan?  Do  they  have  the  same  problem  with 
placements  in  nursing  homes? 

Mr.  LuBAWAY.  We  have  exactly  the  same  problem. 
Mr.  Donnelly.  Is  it  true  in  Wisconsin  too? 

Mr.  Nannis.  From  what  I  understand,  it  is  certainly  is  inconsist- 
ent, sure. 

Mr.  Donnelly.  Well,  the  buzzers  have  gone  off.  Time  is  running 
out. 

Let  me  just  say  in  conclusion,  I  have  always  been  a  strong  sup- 
porter of  disproportionate  share,  but  I  think  your  testimony  points 
up  the  arbitrary  nature  of  it,  specifically,  the  15  percent  cut  off. 
And  there  has  to  be  a  better  way  that  we  can  define  and/ or  catego- 
rize charity  care  and /or  bad  debt.  It  is  difficult,  especially  with  bad 
debt.  Charity  care  I  think  is  a  little  bit  easier.  Somebody  comes  in 
and  is  willing  to  fill  out  the  form,  and  is  legitimately  poor  and 
cannot  afford  to  do  that,  that  is  what  disproportionate  share  should 
be  all  about. 

So  you  have  some  allies  on  the  committee.  At  least  I  think  that 
it  is  a  legitimate  item  for  discussion.  Again,  I  am  not  one  of  those 
people  that  agree  that  we  always  have  to  play  a  zero  sum  game 
here  in  Washington.  And  most  especially  when  it  comes  to  the 
poorest  and  most  vulnerable  people  in  our  society. 
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Thanks  very  much  for  your  patience  and  this  hearing  is  ad- 
journed. 

[Whereupon,  at  1:19  p.m.,  the  hearing  was  adjourned.] 
[Submissions  for  the  record  follow:] 
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STATEMENT  OF  GELSINGER  SYSTEM 

.   Bush  Budget  Proposal 

Over  the  past  several  years,  substantial  Medicare  spending  cuts  have 
contributed  significantly  to  federal  budget  reduction.    Based  on  analysis 
prepared  by  the  American  Hospital  Association,  Medicare  expenditures 
constitute  8  percent  of  federal  budget  outlays.    However,  based  on  the 
1991  budget  prepared  by  President  Bush,  Medicare  would  absorb  36  percent 
of  the  Administration's  proposed  spending  cuts.    Health  care  cannot  be 
expected  to  absorb  a  continuing  disproportionate  share  of  federal  budget 
cuts.    The  Medicare  cuts,  as  proposed,  will  be  especially  harmful  to 
rural  hospitals  and  physicians. 

The  Bush  Administration  has  proposed  a  $5.6  billion  reduction  in  the 
Medicare  program  for  1991,  with  $3.4  billion  eliminated  from  Part  A  and 
$2.2  billion  from  Part  B.    The  Geisinger  system  opposes  the  level  of 
cuts  reflected  in  the  Bush  budget  proposals. 

Medicare/Medicaid  Shortfalls 

Federal  health  care  policy  is  being  primarily  driven  by  deficit  reduction. 
Payment  cuts  have  been  arbitrary  in  order  to  obtain  specific  budget  reduction 
targets.    These  payment  shortfalls  have  resulted  in  cost-shifting  to 
commercial  and  self-pay  payers.    If  the  health  care  industry  is  to  maintain 
quality  and  ensure  its  financial  viability,  reasonable  Medicare  and  Medicaid 
payment  levels  are  necessary.    The  Geisinger  system's  Medicare  and  Medicaid 
shortfalls  continue  to  increase  at  unacceptable  levels.    These  shortfalls 
result  in  cost  shifting  to  other  payers.    The  following  is  a  summary 
of  the  Medicare  and  Medicaid  shortfalls  for  the  Geisinger  system: 

GEISINGER  SYSTEM 
MEDICARE  &  MEDICAID 
PROFIT  &  LOSS  SUMMARY 
FOR  FISCAL  YEARS  ENDING  JUNE  30 
(in  thousands) 


FISCAL  YEAR  MEDICARE  MEDICAID 

1991*  $(4,695)  $(10,083) 

1990*  (3,002)  (9,121) 

1989  (1,444)  (9.548) 

1988  12,266  (6,137) 

1987  12,677  (4,943) 


*Projected  from  1991  business  plans 

Rural  providers  cannot  continue  to  absorb  such  shortfalls.  Adequate 
Medicare  and  Medicaid  payment  levels  must  be  re-established. 

Rural  Referral  Centers 

Under  the  prospective  payment  system,  all  rural  referral  centers  are 
paid  at  the  rate  for  urban  areas  of  less  than  1  million  people  (small 
urban).    Previously,  the  Geisinger  Medical  Center  (GMC)  was  one  of  only 
four  rural  referral  centers  of  500  or  more  beds  in  the  country  and  was 
paid  in  the  highest  urban  rate  category. 

Congress  intended  that  the  increased  reimbursement  would  cover  additional 
costs  normally  incurred  by  large  rural  referral  centers  that  experience 
high  intensity  referral  cases. 

Geisinger  Medical  Center's  status  as  a  rural  referral  center  of  500  more 
beds  must  continue  to  be  given  unique  treatment  under  the  prospective 
payment  system  because: 

A.    Geisinger  Medical  Center's  services  and  costs  are  similar  to  those 
provided  in  large  urban  teaching  settings,  and  accordingly,  payments 
to  rural  referral  centers  of  500  or  more  beds  should  be  made  at 
the  large  urban  rate. 
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B.  Rural  referral  centers  of  500  beds  or  more  are  unique,  only  four 
exist  nationally.    When  the  prospective  payment  system  was  implemented. 
Congress  recognized  the  uniqueness  of  these  large  rural  facilities 

and  provided  specific  adjustments  so  that  adequate  payment  would 

be  made.  In  addition,  Congress  subsequently  recognized  that  disproportionate 

share  services  provided  by  these  500-bed  facilities  should  be 

treated  similarly  to  their  large  urban  counterparts.    That's  why 

the  disproportionate  share  qualification  threshold  for  rural  referral 

centers  of  500  or  more  beds  was  established  at  the  15  percent 

indigent  care  level . 

Changes  to  the  prospective  payment  system  resulted  in  the  establishment 
of  three  rate  categories  -  rural,  small  urban  and  large  urban 
-  with  the  Geisinger  Medical  Center  being  placed  in  the  small 
urban  category.    These  changes  reduced  Geisinger  Medical  Center's 
payments  and  have  contributed  significantly  to  the  payment  shortfalls 
previously  referenced. 

C.  The  prospective  payment  sytem  has  no  severity  of  illness  adjustment 
within  a  Diagnostic  Related  Group  (ORG).    Large  rural  referral 
centers  such  as  the  Geisinger  Medical  Center  generally  treat  more 
acutely  ill  patients  then  the  traditional  small  urban  facility. 
Capital  requirements  for  large  rural  referral  centers  that  offer 
substantial  levels  of  tertiary  care  are  higher  due  to  necessary 
high  tech  programs.     Included  among  the  Geisinger  Medical  Center's 
high  tech  (high  cost  programs)  are: 

-  Acute  Intervention  Myocardical  Infarction  (AIMI) 

-  Balloon  Angioplasty 

-  Extracorporeal  Shockwave  Lithotripsy 

-  Hyperbaric  Oxygen 

-  Level  I  Trauma  Center 

-  Life  Flight    Helicopter  Transport 

-  Magnetic  Resonance  Imaging  (MRI) 

-  Neonatal  Care 

-  Open  Heart  Surgery 

-  Organ  Transplant 

Rural  and  other  small  urban  facilities  refer  patients  to  the  Geisinger 
Medical  Center  for  these  tertiary  care  services.    However,  the 
Geisinger  Medical  Center  has  not  received  adequate  payment  to 
cover  the  cost  of  these  services,  which  are  not  available  in  other 
local,  rural  and  small  urban  facilities. 

D.    Wage  levels  paid  by  Geisinger  Medical  Center  for  registered  nurses 
and  high  tech  labor  are  competitive  with  large  urban  wage  levels. 
Competitive  wage  levels  must  be  paid  in  order  to  attract  qualified 
medical  personnel  to  a  rural  environment.    The  rural  wage  index 
does  not  adequately  address  wage  levels  for  500  bed  rural  referral 
centers . 

The  Prospective  Payment  Assessment  Commission  (Propac)  is  currently 
involved  in  a  study  on  referral  centers  which  is  due  in  fall  1990  and 
is  considering  appropiate  definitions  for  referral  centers.  Propac  will 
review  cost,  margin  and  referral  pattern  data.     It  is  important  that 
large  rural  referral  centers  of  500  or  more  beds,  such  as  the  Geisinger 
Medical  Center,  be  adequately  considered  in  such  a  study  since  they  are 
providers  of  last  resort  in  rural  areas. 
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Blended  Urban/Rural  Rates 

There  has  been  significant  discussion  on  merging  the  two  urban  and  the 
rural  rates,  resulting  in  one  standardized  rate  for  all  facilities. 
The  Geisinger  system  opposes  merging  the  urban  and  rural  rate  until  and 
unless  the  prospective  payment  system  is  adequately  refined  to  account 
for  severity  of  illness,  wage  index  adjustments  and  other  purchased  services 
cost.    As  interim  relief,  Geisinger  Medical  Center's  payment  rate  (as 
a  rural  referral  center  of  500  or  more  beds)  should  be  re-established" 
at  the  large  urban  payment  rate  level.    Failure  to  address  these  issues 
while  merging  the  urban  and  rural  rates  will  only  exacerbate  the  payment 
shortfall  that  is  currently  being  experienced  by  large  500-bed  rural 
referral  centers. 

Significant  precedent  has  already  been  established,  recognizing  the 
unique  nature  of  large  rural  referral  centers  of  500  or  more  beds.  A 
single  payment  rate  should  not  be  established  until  appropriate  refinements 
are  available  to  the  prospective  payment  system  that  will  adequately 
compensate  for  tertiary  care  services  provided  by  large  rural  facilities. 

The  Geisinger  system  appreciates  the  work  of  the  Subcommittee  on  Health 
in  addressing  the  various  issues  affecting  rural  health  care.    The  Geisinger 
system  remains  available  as  a  resource  to  provide  input  to  the  Subcommittee 
on  Health  as  required. 


The  Geisinger  System 
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Geisinger  Foundation 

A  not-for-profit  corporation  that  functions  as  the 
parent  organization  to  the  various  Geisinger 
system  entities.  Initiates  and  administers  grant 
and  philanthropic  support  programs  for  all 
Geisinger  entities. 

Geisinger  Clinic 

A  not-for-profit  corporation  that  employs  the  multi- 
specialty  salaried  physician  group.  Provides  staff 
to  support  patient  care,  education,  and  research 
activities  of  the  Geisinger  system. 

Geisinger  Medical  Center 

A  not-for-profit  corporation  that  owns  and 
operates  a  577-bed  regional  referral  tertiary  care 
medical  center  in  Danville,  PA. 

Geisinger  Wyoming  Valley  Medical  Center 

A  not-for-profit  corporation  that  owns  and 
operates  a  230-bed,  acute  care  open-staff 
community  medical  center  in  Wilkes-Barre,  PA. 

Marworth 

A  not-for-profit  corporation  that  operates 
a  133-bed  program  for  alcohol  and  chemical 
detoxification  and  rehabilitation  on  two  sites-one 
in  Waverly,  PA;  the  other  in  Shawnee  on 
Delaware,  PA. 


Geisinger  Health  Plan 

A  not-for-profit  corporation  that  operates 
a  health  maintenance  organization. 

Geisinger  System  Services 

A  not-for-profit  corporation  that  provides 
management  and  consultative  services  to 
other  entities  within  the  Geisinger  system. 

Geisinger  Medical  Management  Corporation 
A  for-profit  corporation,  wholly-owned  by 
Geisinger  Foundation.  Provides 
contract  management,  consulting, 
and  other  medical  services  to  health 
care  providers  inside  and  outside  the 
Geisinger  system. 

ISS  (International  Shared  Services,  Inc.) 

A  wholly-owned,  for-profit  subsidiary  of 
Geisinger  Medical  Management 
Corporation,  providing  comprehensive 
clinical  equipment  maintenance  services 
in  7  states  and  the  District  of  Columbia. 

DePuy-Lenape  Corporation 

A  for-profit  corporation  established  as  a 
joint  venture  between  the  Foundation 
and  Shawnee  Development,  Inc.,  to 
establish  a  primary  care  center  in 
Shawnee  on  Delaware. 
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COUNTY  OF  LOS  ANGELES  •  DEPARTMENT  OF  HEALTH  SER\  ICES 

313  NORTH  FIGUEROA  STREET  •  LOS  ANGELES,  CALIFORNIA  90012  •  (213)974.  7903 


April  19,  1990 


Robert  J.  Leonard,  Chief  Counsel 
Committee  on  Ways  and  Means 
United  States  House  of  Representatives 
1102  Longworth  House  Office  Building 
Washington,  D.C.  20515 

Re :     Medicare  Payments  To  Inner-City  Hospitals 

Dear  Mr.  Leonard: 

In  accordance  with  the  March  13,  1990,  announcement  of 
Congressman  Stark,  the  County  of  Los  Angeles  ("County")  submits 
the  following  comments  on  several  issues  relating  to  the  reim- 
bursement of  inner-city  hospitals  under  Part  A  of  the  Medicare 
Program.  The  County,  which  operates  four  inner-city  acute  care 
hospitals,  is  concerned  about  certain  changes  in  the  Medicare 
program  which  threaten  its  financial  ability  to  provide  compre- 
hensive acute  care  to  its  indigent  patient  population. 

The  County  suffers  from  many  of  the  same  problems  which 
plague  all  inner-city  public  hospitals.  AIDS  patients,  babies 
born  to  drug-addicted  mothers,  and  the  worsening  health  condi- 
tions of  the  growing  number  of  homeless,  all  contribute  to  a  more 
needy  patient  population.  The  deterioration  of  the  County's 
Trauma  Network  has  placed  an  increasing  burden  on  the  County 
facilities  to  treat  these  critically  injured  patients.  Moreover, 
a  lack  of  health  coverage  has  increased  the  number  of  persons  who 
must  rely  on  County-provided  services.  At  the  same  time  that  the 
County's  resources  are  being  taxed,  money  to  defray  the  higher 
costs  of  care  is  being  limited  by  outside  payor  sources.  The 
County  believes,  however,  that  these  major  problems  are  wide- 
spread and,  therefore,  will  be  adequately  addressed  by  others  who 
share  them.  For  this  reason,  the  County  wishes  to  raise  instead 
for  the  Committee's  consideration,  several  more  technical  issues 
relating  to  inner-city  hospitals  which,  like  the  County,  have 
certain  unusual  characteristics. 

As  discussed  more  fully  below,  three  issues  are  of 
particular  concern.  The  first  is  Medicare's  increasing  reliance 
on  procedure-specific  reimbursement  formulas  such  as  the  clinical 
laboratory  fee  schedules  and  the  ambulatory  surgical  payment 
limits,  and  the  Health  Care  Financing  Administration's  ( "HCFA" ) 
insistence  on  procedure-related  statistics  to  allocate  costs. 
Because  our  County  facilities  bill  using  all-inclusive  rates, 
they  cannot  easily  provide  the  detailed  charge  and  service 
information  required  by  these  rules.  Consequently,  they  have 
suffered  both  payment  delays  and  reimbursement  losses. 

As  discussed  below,  the  County  recommends  that,  as  a 
solution.  Congress  instruct  HCFA  to  allow  existing  all-inclusive 
rate  hospitals  to  use  "Method  B,"  as  set  forth  in  Provider 
Reimbursement  Manual  §  2208.1.  In  addition.  Congress  should 
either  exempt  all-inclusive  rate  public  hospitals  from  the 
application  of  limits  or  screens  which  are  dependent  on  itemized 
charges,  or  order  the  Secretary  to  create  alternative  method- 
ologies to  apply  such  limits  to  all-inclusive  rate  hospitals. 

The  failure  of  HCFA,  in  promulgating  regulations  on 
graduate  medical  education  reimbursement,  to  provide  suitable 
rules  for  a  hospital  which  withdraws  its  election  under  42  C.F.R. 
§  405.521(d)  to  be  paid  for  physicians'  services  on  a  cost  basis 
is  also  a  concern.  As  a  solution,  the  County  requests  that 
Congress   adopt    legislation   which   would   allow   hospitals    to  use 
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their  first  full  year  after  withdrawing  their  election  as  the 
base  period  for  determining  the  approved  FTE  resident  amount. 

The  failure  of  HCFA  to  adjust  the  reasonable  compensa- 
tion equivalents  to  reflect  any  increase  in  physician  compensa- 
tion expenses  is  the  third  concern.  The  County  requests  that 
Congress  mandate  annual  increases  to  these  limits. 

BACKGROUND 

The  County  operates  six  general  acute  care  hospitals, 
LAC/USC  Medical  Center  ("LAC/USC"),  Harbor/UCLA  Medical  Center 
("Harbor"),  King/Drew  Medical  Center  ("King"),  Olive  View  Medical 
Center,  Rancho  Los  Amigos  Medical  Center  ("Rancho"),  and  High 
Desert  Hospital.  The  County  facilities  all  share  a  common 
mission:  to  provide  care  to  the  poor  and  medically  underserved, 
including  Medicare  and  Medi-Cal  patients. 

The  number  of  people  for  whom  the  County  hospitals  are 
the  only  reasonably  available  source  of  health  care  has  increased 
dramatically  in  recent  years.  Along  with  the  general  increase  in 
community  hospital  charges  which  has  made  those  facilities 
virtually  inaccessible  to  the  uninsured,  Medi-Cal  stopped  cover- 
ing medically  indigent  adults  in  1982.  (See  Calif.  Welfare  and 
Institutions  Code  §§  14005.4  and  14052).  Thus,  care  for  the 
"working  poor"  has  become  largely  the  responsibility  of  the 
County  health  system.  Due  to  the  high  number  of  indigents 
served,  all  of  our  County  hospitals  have  been  designated  by  both 
Medicare  and  Medi-Cal  as  disproportionate  share  providers. 

Due  to  the  pressures  created  by  limited  funding  and  a 
substantial  unsponsored  patient  population,  the  County  has  sought 
to  minimize  administrative  expenses  to  maximize  the  revenue 
available  for  direct  patient  care.  As  described  below,  all  the 
County  hospitals  bill  using  all-inclusive  rates,  because  such 
rates  are  simpler  and  more  efficient  than  itemized  charges. 
Moreover,  some  of  the  hospitals  have  elected  under  42  C.F.R. 
§  405.521(d)  to  be  paid  on  a  cost  basis  for  physician  services 
because  that  also  reduces  administrative  time  and  costs. 

Three  of  our  County  hospitals,  LAC/USC,  Harbor  and 
King,  are  major  inner-city  facilities  which  share  a  number  of 
additional  characteristics.  All  three  are  located  in  densely 
populated  parts  of  the  County  which  have  a  high  proportion  of 
poor  residents.  LAC/USC  is  located  in  East  Los  Angeles,  Harbor 
is  located  in  the  highly  industrialized  Torrance  area,  and  King 
is  located  in  the  Watts/Willowbrook  area. 

Each  of  these  facilities  is  large.  Harbor  has  553 
licensed  beds  and  King  has  480.  LAC/USC  has  1,  378  beds  in 
operation,  making  it  one  of  the  nation's  largest  hospitals. 

All  three  facilities  offer  a  broad  array  of  acute  care 
services,  including  surgery,  pediatrics,  cardiology,  and  several 
different  types  of  intensive  care.  The  obstetrical  units  at  the 
three  hospitals  continually  operate  at  or  above  capacity,!/  as  do 
the  acute  psychiatric  units. 

Because  the  poor  often  do  not  have  access  to  physi- 
cians, the  outpatient  clinics  at  Harbor,  LAC/USC  and  King  are 
important  sources  for  ambulatory  care.  While  the  average  Cali- 
fornia hospital  provides  approximately  47,000  outpatient  visits 
per  year,  LAC/USC,  Harbor  and  King  provided  417,682,  196,677  and 
138,532  visits,  respectively,  during  FYE  6/30/89.  Additionally, 
each  hospital  has  an  extremely  busy,  twenty-four  hour  emergency 
room.  LAC/USC,  Harbor  and  King  together  provided  just  under 
375,000  episodes  of  emergency  care  during  FYE  6/30/89.2/  In 
addition  to  regular  emergency  services,  LAC/USC,  Harbor  and  King 
have  all  been  designated  as  Level  I  Trauma  Centers,  the  highest 
designation  possible. 


1/  One  out  of  every  200  children  born  in  the  United  States  is 
born  at  LAC/USC. 
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LAC/USC,  Harbor  and  King  also  have  as  part  of  their 
mission  the  training  of  health  care  professionals.  LAC/USC  is 
affiliated  with  the  University  of  Southern  California  School  of 
Medicine  and,  during  FYE  6/30/89,  trained  929  FTE  interns  and 
residents.  Harbor,  which  is  affiliated  with  the  UCLA  School  of 
Medicine,  trained  376  interns  and  residents.  Through  its  affil- 
iation with  the  Charles  R.  Drew  Medical  School,  King  trained  320 
interns  and  residents.  In  addition,  each  of  the  facilities  had 
approved  education  programs  for  a  variety  of  allied  health 
professionals  including  nursing  students,  physical  therapists, 
respiratory  therapists,  and  medical  records  technicians. 

A  fourth  inner-city  hospital  in  the  County  system  is 
Rancho.  Unlike  the  other  facilities,  Rancho  is  a  long-term  care 
hospital  specializing  in  physical  rehabilitation.  A  735-bed 
facility,  Rancho  is  also  affiliated  with  the  University  of 
Southern  California  School  of  Medicine. 

DISCUSSION 

1 .  Procedure-Specific  Reimbursement  Systems  Adversely 

Affect  The  County. 

The  County's  primary  concern  relates  to  the  increasing 
trend  towards  reimbursement  methodologies  which  are  dependent 
upon  an  itemized  charge.  While  most  hospitals  utilize  an  item- 
ized charge  system,  our  County  hospitals  use  a  service-center, 
all-inclusive,  per  diem  charge  structure  for  inpatient  services, 
and  a  multi-level,  all-inclusive  charge  structure  for  outpatient 
visits.  For  inpatients,  this  means  that  each  patient  in  a 
particular  service  center,  such  as  surgical,  is  billed  the  same 
amount  per  day  regardless  of  the  level  or  amount  of  services 
rendered.  The  outpatient  all-inclusive  charge  structure  operates 
similarly  except  that  it  is  based  on  level-of-car e  criteria 
rather  than  service  center. 

Our  County  hospitals  began  using  this  all-inclusive 
rate  system  before  the  advent  of  Medicare.  Like  many  other 
large,  inner-city  hospitals,  such  as  Cook  County  Medical  Center 
in  Chicago  and  Charity  Hospital  in  New  Orleans,  they  have  re- 
tained the  all-inclusive  rate  system  because  it  is  administra- 
tively simple  and,  therefore,  less  expensive  than  an  itemized 
charge  system.  Instead  of  processing  masses  of  detailed  informa- 
tion about  ancillary  procedures,  the  billing  office  only  needs  to 
know  that  an  inpatient  day  in  a  particular  service  center  or  an 
outpatient  visit  of  a  particular  intensity  has  occurred.  Given 
the  size  of  the  County  hospitals  and  the  sheer  volume  of  the 
services  they  provide,  the  efficiency  of  this  system  is  espe- 
cially valuable. 

Beginning  in  1980,  however.  Medicare  began  imposing 
requirements  which  have  complicated  the  County's  billing  system 
and  have  made  it  more  difficult  and  costly  to  operate.  Through 
FYE  6/30/80,  HCFA  allowed  the  County  hospitals  to  calculate 
Medicare's  share  of  ancillary  costs  using  a  weighted  average  cost 
per  day.  (See,  Provider  Reimbursement  Manual  §  2208.1.)  The 
County  favored  this  system,  known  as  "Method  B,"  because  it 
utilized  the  same  basic  data  as  was  used  to  bill  under  the  all- 
inclusive  rate  system. 

Beginning  in  FYE  6/30/81,  Medicare  refused  to  allow  the 
County  to  remain  on  Method  B,  although  other  all-inclusive  rate 
providers  continued  to  use  it.  Instead,  the  County  was  required 
to  use  "Method  A."  Under  Method  A,  ancillary  costs  are  appor- 
tioned using  statistics  which  reflect  the  relative  value  units  of 
the  services  rendered  to  patients  of  each  payor  classification. 
(See  Provider  Reimbursement  Manual  §  2208.1.)  To  produce  the 
statistics  required  by  Method  A,  the  County  had  to  install  an 
elaborate  system  for  recording  and  assigning  a  payor  class  to 
each  procedure.  However,  the  County  has  been  unable  to  implement 
that  system  in  such  a  way  that  information  on  all  procedures  is 
captured  and  the  proper  payor  classification  is  assigned. 
Consequently,  the  County  has  lost  substantial  reimbursement  as  a 
result  of  being  forced  to  use  Method  A.  Moreover,  the  informa- 
tion gathering  system  itself  costs  the  County  approximately 
$3,000,000  per  year. 


2/  According  to  data  collected  by  the  American  Hospital  Asso- 
ciation, the  national  average  for  emergency  room  visits  per  year 
per  hospital  is  48,625. 
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Neither  the  expense  nor  the  revenue  loss  produced  by 
Method  A  seems  warranted  by  the  benefit  Medicare  receives. 
Method  B  is  a  fair  way  to  allocate  costs  between  Medicare  and 
other  payors.  Moreover,  Method  B  utilizes  more  reliable  data 
than  Method  A  and  is  less  expensive  to  use  because  it  is  adminis- 
tratively simpler.  It  is  also  easier  to  audit  and  saves  the 
Program  money.  The  County,  therefore,  believes  that  Congress 
should  instruct  HCFA  to  allow  all-inclusive  rate  hospitals  the 
option  of  using  Method  B  to  allocate  costs. 

In  addition  to  HCFA's  imposition  of  Method  A,  Congress 
itself  has  instituted  changes  which,  although  not  intended  for 
this  purpose,  undermine  the  County's  all-inclusive  rate  billing 
system.  In  a  series  of  statutory  revisions.  Congress  has  tied 
Medicare  reimbursement  for  various  hospital  services  to  proce- 
dure-specific amounts  or  limits.  The  first  such  change  was  the 
clinical  laboratory  fee  screens  introduced  in  the  Deficit  Reduc- 
tion Act  of  1984.  In  that  legislation.  Congress  provided  that 
laboratory  services  were  to  be  reimbursed  at  the  lesser  of  actual 
charges  or  a  fee  schedule  amount.  (Section  1833(h)  of  the  Social 
Security  Act.)  Because  the  comparison  between  charges  and  the 
fee  schedule  is  done  on  a  service-by-service  basis,  the  hospital 
must  produce  itemized  charge  data. 

Next,  in  the  Omnibus  Budget  Reconciliation  Act  { "OBRA" ) 
of  1986,  Congress  limited  reimbursement  for  hospital  outpatient 
surgery  based  on  a  figure  composed  partly  of  the  lesser  of  the 
hospital's  costs  or  its  charges  and  partly  of  the  payments  which 
would  have  been  received  by  a  freestanding  ambulatory  surgical 
center  ("ASC")  for  the  same  services.  (Section  1833(i)(3)  of  the 
Act.)  To  determine  the  amount  that  an  ASC  would  receive,  the 
nature  of  each  individual  surgery  must  be  known.  This  informa- 
tion is  not,  however,   included  in  an  all-inclusive  rate  bill. 

In  OBRA  1987,  Congress  ordered  the  Secretary  of  Health 
and  Human  Services  ("Secretary")  to  create  fee  screens  for 
radiology  and  other  diagnostic  procedures.  It  then  limited 
hospital  reimbursement  for  outpatient  radiology  and  other  diag- 
nostic procedures  to  a  figure  composed  partly  of  the  lesser  of 
costs  or  actual  charges  and  partly  of  the  fee  screen  amounts. 
(See  Section  1833(n)  of  the  Act.)  As  with  the  ambulatory  surgi- 
cal limits,  information  concerning  the  identity  and  charge  for 
each  procedure  is  necessary  to  determine  the  limits  for  radiology 
and  diagnostic  tests. 

Finally,  effective  on  January  1,  1989,  Congress  re- 
quired certified  registered  nurse  anesthetists  ("CRNA"),  or  the 
hospital  which  employs  them,  to  bill  Medicare  directly  for 
services  to  hospital  patients.  (See  Section  1833(1)  of  the 
Act.)  Before  the  effective  date  of  that  legislation,  hospitals 
had  been  directly  reimbursed  for  CRNA  services  on  a  cost  basis. 
Since  that  date,  itemized  billing  to  the  Medicare  carrier  has 
been  required. 

As  described  above,  each  of  these  changes  requires  the 
hospital  to  have  an  itemized  charge  for  the  particular  service; 
however,  all-inclusive  rate  providers  like  the  County  do  not  have 
itemized  charges .  Therefore,  as  each  piece  of  legislation  became 
effective,  the  County  ceased  (at  least  temporarily)  receiving 
reimbursement  for  that  type  of  services/. 

Due  to  the  cooperation  of  the  intermediary  and  the  HCFA 
Region  IX  Office,  methodologies  have  been  developed  to  pay  the 
County  for  laboratory  and  radiology  services  without  requiring  it 
to  submit  itemized  bills.  To  date,  however,  the  County  has  not 
been  able  to  formulate  an  acceptable  alternative  system  for 
ambulatory  surgery,  diagnostic  testing,  or  CRNA  services. 
Moreover,  the  system  for  reimbursing  laboratory  and  radiology 
services  is  cumbersome  and  considerably  delays  payment. 


3/  The  County  received  temporary  relief  when  HCFA  extended  the 
period  during  which  the  County  could  bill  without  the  necessary 
ambulatory  surgery  codes. 
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While  the  County  could  change  its  billing  system  to 
allow  itemized  charges,  the  process  would  be  exceptionally 
expensive  and  time-consuming.  Realistically,  before  an  itemized 
billing  system  could  be  implemented,  each  hospital  would  have  to 
install  a  computerized  order  entry  system.  Without  such  a 
system,  patient-specific  information  for  each  procedure  would 
have  to  be  manually  collated  and  input  into  the  billing  system. 
Computerized  order  entry  systems  are,  however,  exceptionally 
costly.  Harbor,  which  has  been  chosen  for  a  potential  pilot 
project  on  itemized  billing,  will  spend  $4,300,000  on  an  order 
entry  system  over  the  next  five  years. 

The  County  would  also  need  to  substantially  revise  its 
financial  billing  system  to  generate  patient-specific  charges 
once  it  had  a  computerized  order  entry  system.  One  vendor  has 
set  the  price  of  instituting  and  operating  such  a  system  for  five 
years  at  $30,000,000.  In  addition  to  these  substantial  hardware 
and  software  costs,  the  County  would  incur  considerable  training 
expenses . 

The  process  of  converting  to  an  itemized  billing  system 
would  also  take  time.  If  Harbor  were  to  run  the  pilot  project  on 
itemized  billing,  it  would  not  be  operational  until  January  1992 
at  the  earliest.  The  County  estimates  that  it  will  take  at  least 
two  additional  years  before  implementation  could  be  expanded  to 
all  the  other  County  hospitals.  In  the  meantime,  the  County  is 
losing  critically  needed  revenue. 

(In  an  effort  to  satisfy  federal  Medicaid  reporting 
requirements  imposed  on  the  State,  the  State  of  California  and 
the  County  have  developed  plans  to  determine  the  feasibility  of 
initiating  detailed  Medi-Cal  outpatient  billing  for  Harbor  on  a 
pilot  basis.  However,  based  on  a  tour  of  the  County  facilities 
and  operations,  the  State  realizes  that  conversion  of  the 
County's  hospital  outpatient  billing  operations  to  an  itemized 
basis  is  an  extremely  complex  and  costly  endeavor,  and  that  it  is 
not  a  readily  attainable  solution  to  the  State's  meeting  the 
federal  reporting  requirements.  Accordingly,  the  State  is 
exploring  a  federal  waiver  to  allow  the  County's  hospital  out- 
patient departments  to  pursue  all-inclusive  outpatient  reimburse- 
ment contracts  in  lieu  of  itemized  billing.  While  the  State  is 
pursuing  the  federal  waiver,  the  State  and  the  County  are  con- 
tinuing the  itemized  billing  feasibility  study  at  Harbor.) 

As  with  many  inner-city  hospitals,  the  County's  budget 
is  precariously  balanced.  The  County,  unlike  some  community 
hospitals,  has  no  way  to  make  up  for  a  Medicare  revenue  short- 
fall. As  described  above,  the  County  hospitals  treat  an  extreme- 
ly high  percentage  of  Medi-Cal  and  unsponsored  patients. V 
Although  the  County's  Medi-Cal  contract  covers  the  cost  of  caring 
for  inpatient  Medi-Cal  beneficiaries,  Medi-Cal  outpatient  reim- 
bursement covers  less  than  half  the  costs  of  providing  such 
care.  Federal  grants  for  services  to  recent  recipients  of 
amnesty  have  provided  some  relief,  but  such  benefits  are  sche- 
duled to  terminate.  State  funds  for  services  to  medically 
indigent  adults  were  $195,000,000  less  in  1988  (the  latest  year 
for  which  data  are  available)  than  the  costs  of  caring  for  such 
patients.  In  all,  the  County  projects  that  it  will  have  to 
utilize  $317,000,000  in  general  tax  revenues  this  year  to  keep 
the  County  hospitals  functioning  at  their  present  levels. 

After  years  of  budget  cuts,  the  hospitals  are  being 
operated  as  efficiently  as  they  can  be.  The  additional  loss  of 
revenue  from  any  source  can  only  result  in  the  reduction  of 
services  to  the  needy.  Thus,  it  is  critical  that  Medicare  bear 
the  full  cost  of  treating  Medicare  beneficiaries  and  that  it 
avoid  imposing  administrative  burdens  which  divert  needed  resour- 
ces from  patient  care. 


4/      Medi-Cal  and  unsponsored  percentages  are: 

LAC/USC      Harbor      King  Rancho 
Medi-Cal  31.05         35.35       25.95  45.41 

Unsponsored  53.09         46.76       56.66  32.12 
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While  the  recent  shift  towards  payment  methodologies 
which  are  dependent  on  itemized  charges  has  allowed  Congress  to 
check  rising  costs  and  has  operated  without  inflicting  especial 
hardship  on  most  hospitals,  it  has  a  disparate,  and  presumably 
unintended  adverse  effect  on  the  County.  In  addition  to  leaving 
it  without  reimbursement  for  medically  necessary  care  to  Medicare 
beneficiaries,  it  has  prompted  the  expenditure  of  considerable 
resources  to  change  to  a  new  billing  system  which  is  less  effi- 
cient than  the  existing  system.  To  avoid  these  negative  conse- 
quences, the  County  respectfully  requests  Congress  to  reconsider 
whether  these  payment  mechanisms  should  be  applied  to  facilities 
like  the  County's.  If  not,  the  County  requests  Congress  to 
provide  an  exemption  for  existing  all-inclusive  rate  hospitals 
from  all  present  and  future  payment  limitations  which  are  depen- 
dent upon  the  existence  or  use  of  itemized  charges.  The  County 
believes  that  the  overall  effect  on  the  federal  budget  of  such  an 
exemption  would  be  immaterial  because  very  few  acute  care  facil- 
ities bill  using  an  all-inclusive  rate.  Yet,  for  those  few  all- 
inclusive  rate  providers,  many  of  which  are  large,  inner-city 
public  hospitals,  the  millions  of  dollars  in  additional  revenue 
is  extremely  important.  Alternatively,  we  urge  Congress  to 
instruct  the  Secretary  to  develop  modified  mechanisms  for  limit- 
ing payments  which  do  not  involve  itemized  charges. 

2 .  Changes  Need  To  Be  Made  To  The  Graduate  Medical  Educa- 

tion Regulations. 

The  County  is  also  concerned  about  the  treatment, 
under  the  graduate  medical  education  regulations  issued  on 
September  29,  1989,  of  hospitals  which  have  elected  under 
42  C.F.R.  §  405.521(d)  to  be  paid  for  services  of  teaching  physi- 
cians on  a  cost  basis. 

Normally,  Medicare  reimburses  the  services  of  teaching 
physicians  in  two  separate  ways.  Professional  services  to 
patients  of  the  kind  usually  provided  by  the  patient's  attending 
physician  are  reimbursed  on  a  charge  basis  by  the  carrier. 
Teaching  services  and  the  supervision  of  interns  and  residents 
are  reimbursed  on  a  cost  or  fixed  rate  basis  by  the  intermedi- 
ary. However,  in  1972  Congress  recognized  that  differentiating 
between  these  types  of  services  and  billing  two  separate  entities 
could  be  difficult  and  cumbersome.  It,  therefore,  gave  teaching 
hospitals  the  option  to  be  paid  for  physician  professional 
services  to  patients  on  a  cost  basis.  (Section  1861(b)(7)  of  the 
Act.)  Three  of  the  County's  hospitals,  LAC/USC,  Rancho  and  Olive 
View  exercised  this  option,  which  is  known  as  the  "Part  A  elec- 
tion .  " 

In  1985,  Congress  fundamentally  changed  the  way  Medi- 
care reimburses  hospitals  for  the  direct  cost  of  training  physi- 
cians. Previously,  Medicare  paid  facilities  on  a  cost  basis  for 
providing  graduate  medical  education  ("GME").  However,  in  the 
Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985,  Congress 
provided  that  direct  GME  costs  were  to  be  reimbursed  based  on  a 
predetermined  amount  per  resident.  (Section  1886ww(h)  of  the 
Act.)  This  "approved  FTE  resident"  amount  was  based  on  the 
hospital's  actual  cost  per  resident  during  a  base  period,  updated 
for  inflation.  Included  in  allowable  base  year  costs  were  those 
portions  of  physician  salaries  attributable  to  teaching  and 
supervision . 

Because  there  was  no  reason  for  Part  A  election  hospi- 
tals to  distinguish  carefully  between  the  supervision  of  resi- 
dents and  professional  services  to  patients,  LAC/USC,  Rancho,  and 
Olive  View  all  understated  the  amount  of  physician  salary  costs 
which  were  allocable  to  teaching  and  supervision  during  FYE 
6/30/85,  their  base  period  for  the  GME  rate.  Thus,  their  average 
cost  per  FTE  resident  does  not  reflect  their  full  costs.  While 
this  understatement  is  not  a  problem  as  long  as  the  hospitals 
continue  their  Part  A  election,  it  will  result  in  substantial 
under-reimbursement  if  the  election  is  withdrawn  and  they  begin 
to  be  paid  by  the  carrier  only  for  physician  professional  ser- 
vices to  patients. 

Recognizing  this  potential  problem,  the  County  submit- 
ted a  timely  comment  to  the  proposed  GME  regulations,  requesting 
HCFA  to  provide  for  adjustment  to  the  approved  FTE  resident 
amount  when  a  Part  A  election  is  withdrawn.  The  County  suggested 
that  the  first  year  after  the  end  of  election  could  be  used  as 
the  base  period  for  purposes  of  calculating  the  approved  FTE 
resident  amount. 
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While  HCFA's  final  regulations  do  require  the  approved 
PTE  resident  amount  to  be  decreased  when  a  hospital  exercises  the 
Part  A  election  for  the  first  time  after  October  1,  1985,  HCFA 
declined  to  permit  any  adjustment  when  the  Part  A  election  is 
withdrawn.  (See  54  Fed.  Reg.  40286,  40309  (September  29,  1989).) 
HCFA  stated  that  any  reimbursement  loss  encountered  by  the 
absence  of  supervision  and  teaching  costs  in  the  approved  FTE 
resident  amount  could  be  recovered  by  "upgrading  the  physician's 
involvement  to  that  of  an  attending  physician"  and  then  billing 
the  carrier.  Id. 

HCFA's  solution  is,  however,  wholly  unrealistic.  If 
all  the  physicians  involved  in  the  teaching  program  increased 
their  level  of  participation  in  patient  care,  the  residents  would 
have  no  opportunity  to  enhance  their  skills.  The  whole  purpose 
of  the  teaching  program  would  be  vitiated.  Indeed,  the  County 
has  serious  doubts  whether  such  a  program  could  be  accredited. 

Because  HCFA  has  refused  to  remedy  this  obviously 
inequitable  situation,  the  County  respectfully  requests  Congress 
to  enact  special  legislation  which  would  correct  the  problem. 
The  County  suggests  that  the  legislation  provide  that  the  hospi- 
tal's first  year  after  the  election  has  been  withdrawn  be  used  as 
the  base  period  for  determining  the  approved  FTE  resident  amount. 

3 .  The  Reasonable  Compensation  Equivalents  Should  Have 

Been  Increased  Annually. 

The  County's  final  concern  involves  HCFA's  failure  to 
revise  the  reasonable  compensation  equivalents  ( "RCE" )  since 
1984.  The  RCE  were  created  by  Congress  in  1982  to  assure  that 
Medicare  did  not  pay  excess  amounts  for  physician  services  to 
providers.  The  committee  reports  reflect,  however,  that  Congress 
did  recognize  that  fair  compensation  needed  to  be  paid.  Thus,  it 
was  expected  that  the  RCE  would  be  updated  annually.  In  accor- 
dance with  this  intent,  the  implementing  regulations  provided  for 
the  annual  publication  in  the  Federal  Register  of  updated  RCE. 
(42  C.F.R.  §  405.482(f).)  Section  405.482(f)(3)  indicates  that 
the  RCE  would  be  increased  each  year  at  a  minimum,  by  the  Medical 
Economic  Index  {"ME1").5/ 

HCFA  has  not,  however,  complied  with  its  responsibility 
to  update  the  RCE  annually.  The  annual  Federal  Register  notices 
announcing  new  RCE's  were  not  published,  and  the  rates  currently 
in  place  were  calculated  initially  for  1984.  Since  that  time, 
the  MEI  has  increased  by  11. 9%. 6/  Thus,  the  current  RCE  are  too 
low  to  reflect  reasonable  compensation  for  physician  services. 

HCFA's  failure  to  increase  the  RCE  has  a  strongly 
negative  effect  on  inner-city  hospitals  generally,  and  on  the 
County  facilities  particularly.  Although  physician  compensation 
which  is  allocated  to  inpatient  services  reimbursed  under  PPS  is 
no  longer  subject  to  the  RCE,  the  RCE  still  apply  to  physician 
compensation  which  is  allocable  to  outpatient  care.  As  described 
above,  the  County  facilities,  like  many  public,  inner-city 
hospitals,  render  an  extremely  high  level  of  outpatient  care. 
Moreover,  the  RCE  is  still  applied  to  physician  services  related 
to  inpatient,  care  rendered  in  exempt  units  and  hospitals.  Rancho 
is  exempt  from  PPS,  and  the  County's  other  hospitals  all  have 
exempt  units.  Therefore,  the  RCE  continue  to  apply  to  a  signif- 
icant percentage  of  the  County's  physician  compensation  expenses. 

Most  strongly  affected  by  HCFA's  failure  properly  to 
update  the  RCE  are  facilities  such  as  LAC/USC  and  Olive  View, 
which  have  exercised  the  Part  A  election.  While  the  RCE  are  not 
generally  applied  to  compensation  for  physician  professional 
services  to  patients,  they  do  apply  to  those  services  when 
rendered  at  a  Part  A  election  hospital.  Because  Part  A  election 
hospitals,  many  of  which  are  large,  inner-city  hospitals,  have 
more  costs  subjected  to  the  understated  RCE,  they  incur  even 
greater  disallowances  due  to  HCFA's  failure  to  keep  the  RCE 
current . 


5/  The  MEI  is  a  figure  calculated  annually  by  HCFA  to  measure 
the  changes  in  both  physician  earning  levels  and  the  costs 
incurred  in  a  physician  office  practice.  (See  42  C.F.R. 
§  405.504(a) (3)  .  ) 

6/  Due  to  federal  budgetary  constraints,  no  MEI  increase  was 
calculated  for  1985.     Thus,   this  figure  is  somewhat  low. 
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As  explained  above,  it  is  imperative  for  Medicare  to 
cover  all  of  the  costs  associated  with  caring  for  Medicare 
beneficiaries  at  inner-city  hospitals.  HCFA's  failure  to  update 
the  RCE  to  realistically  reflect  current  levels  of  physician 
compensation  has  resulted  in  significant  disallowances  to  the 
County  facilities.  Because  HCFA  will  not  voluntarily  keep  these 
important  payment  limits  current,  the  County  respectfully 
requests  that  Congress  legislatively  mandate  annual  updates  to 
the  RCE. 

*        *  * 

If  you  wish  further  information  on  any  of  the  points 
raised  above,  please  feel  free  to  contact  Mavourneen  Vujovich  of 
my  staff  at  (213)  974-8155  at  the  County  Department  of  Health 
Services . 

Respectfully  submitted, 
Irving  H.  Cohen 

Assistant  Director  of  Health  Services 
Director  of  Administration  and  Finance 

IHC:  wpc 

cc:     Robert  C.  Gates, 

Director  of  Health  Services 

Sandra  J.  Anderson 

Office  of  Governmental  and 
Community  Relations. 
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STATEMENT  OF  THE  RURAL  REFERRAL  CENTER  COALITION 

The  Rural  Referral  Center  Coalition  (the  "Coalition"),  an 
informal  organization  of  over  sixty-five  hospitals  that  are 
designated  as  rural  referral  centers   ("RRCs")   under  Medicare's 
prospective  payment  system  ("PPS"),   is  pleased  to  have  this 
opportunity  to  submit  testimony  on  fiscal  year  1990  budget 
issues  relating  to  rural  hospitals  under  Part  A  of  the  Medicare 
program. 

The  Coalition  was  formed  in  recent  years  to  promote  the 
interests  of  rural  hospitals,   and  RRCs  in  particular,  under  the 
Medicare  program.     Today's  rural  health  network  includes  both 
small  rural  hospitals  which  generally  provide  essential  primary 
care  services,   and  larger  rural  hospitals  which  essentially 
serve  as  referral  centers  for  other  rural  hospitals  and  thereby 
provide  necessary  secondary  and  tertiary  care  services  to  rural 
populations.     All  rural  hospitals  currently  are  in  distress 
under  Medicare's  PPS  system.     Almost  60%  of  the  administrators 
of  rural  hospitals  believe  their  institutions  are  vulnerable  to 
financial  failure.     In  fact,  43  rural  hospitals  shut  their 
doors  in  1988.     As  a  result,   the  picture  of  the  rural  health 
network  is  changing.     RRCs  are,  by  necessity,   assuming  more  of 
a  role  as  primary  care  providers. 

At  this  time,  hospitals  designated  as  RRCs  are  entitled  to 
receive  the  standardized  amount  for  urban  hospitals  located  in 
urban  areas  of  less  than  one  million  population  (the  "other 
urban"  rate)   instead  of  the  standardized  amount  established  for 
rural  hospitals.     Presently,  this  differential  represents  a 
benefit  of  approximately  7.8%  for  RRCs  over  other  rural 
hospitals.     The  differential  is  intended  to  cover  the 
additional  costs  of  RRCs  in  providing  more  specialized  care. 

Legislation  was  enacted  as  part  of  the  Omnibus  Budget 
Reconciliation  Act  of  1989   ("OBRA  '89")  which  requires  the 
Secretary  of  the  Department  of  Health  and  Human  Services  (the 
"Secretary")  to  develop  a  legislative  proposal  which  would 
provide  for  elimination  of  the  differential  between 
standardized  amounts  to  begin  in  FY  '92  and  to  be  completed  by 
FY  '95.     This  proposal,  which  is  due  to  Congress  no  later  than 
October  1,   1990,   is  to  include  recommendations,  where 
appropriate,   for  modifying  or  maintaining  additional  payments 
or  adjustments  currently  made  to  certain  designated  hospitals, 
including  RRCs.     In  anticipation  of  this  proposal,  the 
Coalition  has  commissioned  two  nationally  recognized  health 
care  consultants,  Lewin/ICF  and  Bernard  S.  Friedman,  Ph.D.,  to 
study  the  merits  of  treating  RRCs  specially  under  Medicare  and 
to  propose  alternative  mechanisms  for  accomplishing  special 
payments  as  the  differential  between  standardized  amounts  is 
eliminated. 

Congressman  Wyden  recently  introduced  H.R.  4274  which 
would  accelerate  the  date  on  which  elimination  of  the 
differential  would  be  accomplished  to  January  1,  1991. 
Congressman  Wyden* s  legislation  also  provides  that  any 
legislation  to  eliminate  the  differential  may  provide  for 
changes  to  any  adjustments,   reductions  and  special  payments 
otherwise  authorized,  which  would  include  payments  to  RRCs. 
The  Coalition  urges  that,  before  taking  any  final  action  on 
legislation  which  will  eliminate  the  differential.  Congress 
consider  the  results  of  the  Coalition's  forthcoming  reports  on 
the  merits  for  treating  RRCs  specially  and  on  alternative 
mechanisms  for  doing  so.     Moreover,  to  the  extent  that  Congress 
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proceeds  to  eliminate  the  differential,   it  should  be 
accomplished  through  a  revenue  raising  mechanism,  as  opposed  to 
a  budget-neutral  approach,   so  that  institutions  currently 
receiving  an  urban  standardized  amount  are  not  harmed  in  the 
process . 

The  Coalition  also  concurs  with  the  statement  of  the 
National  Rural  Health  Association  ("NRHA")  which  was  submitted 
to  the  Subcommittee  in  conjunction  with  this  hearing.     The  NRHA 
statement  focuses  on  three  proposals  for  FY  '91  with  regard  to 
Medicare  Part  A:     the  hospital  update;  outpatient  payments;  and 
hospital  capital.     Specifically,   the  Coalition  joins  NRHA  in 
opposing  the  proposed  4.1%  update  for  all  hospitals  because  it 
will  fall  well  below  the  inflation  rate;  opposes  a  10%  cut  in 
outpatient  service  payments;   and  opposes  continued  reductions 
in  capital  payment  reimbursement.     Moreover,   if  Congress  takes 
steps  to  enact  legislation  which  would  reduce  urban  capital 
payments  to  a  greater  degree  than  rural  capital  payments,  the 
Coalition  urges  that  RRCs  should  be  treated  as  rural  hospitals 
for  this  purpose.     Indeed,   it  is  critical  that  RRCs  continue  to 
have  access  to  necessary  capital  to  provide  rural  populations 
with  updated  technologies. 

If  you  have  any  questions  or  would  like  any  additional 
information,  please  feel  free  to  contact  the  Coalition's 
Washington  counsel,  Wendy  L.  Krasner  (202/778-8064)  or  Sally  A. 
Rosenberg  (202/778-8056). 
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WRITTEN  COMMENTS 
OF 

SINAI  SAMARITAN  MEDICAL  CENTER 
MILWAUKEE,  WISCONSIN 

TO  - 

SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS, 
U.S.  HOUSE  OF  REPRESENTATIVES 


PAYMENTS  TO  INNER-CITY  HOSPITALS  UNDER 
PART  A  OF  THE  MEDICARE  PROGRAM 


Sinai  Samaritan  Medical  Center  ("Sinai  Samaritan") 
is  pleased  to  have  the  opportiinity  to  provide  written  com- 
ments concerning  payments  to  inner  city  hospitals  under  Part 
A  of  the  Medicare  Program.     Sinai  Samaritan  believes  that 
the  very  survival  of  many  essential  inner-city  hospitals 
nationally  is  at  a  crossroads.     Sinai  Samaritan  commends  the 
Subcommittee  on  Health  for  its  continued  concern  with  the 
viability  of  inner-city  hospitals  and  the  impact  of  Medicare 
hospital  reimbursement  policy  on  access  to  acute  and  primary 
care  medical  services  in  many  of  the  nation's  inner-city 
areas. 


SINAI  SAMARITAN  MEDICAL  CENTER: 
A  BRIEF  PROFILE 

Sinai  Samaritan  Medical  Center  is  the  sole  remain- 
ing hospital  located  in  the  inner  city  of  the  City  of  Mil- 
waukee, Wisconsin.     Sinai  Samaritan  is  a  588-bed  charitable 
teaching  hospital  and  offers  a  full  range  of  acute  care 
medical  services  including  2 4 -hour  emergency  care,  geriatrics 
and  gero-psychiatry,  alzheimers  day  care,  open  heart  surgery, 
orthopedic  surgery,  high-risk  obstetrics  and  neonatal  inten- 
sive care,  rehabilitation  services  and  alcohol  and  drug  abuse 
treatment.     Sinai  Samaritan  has  a  major  clinical  affiliation 
with  the  Medical  School  of  the  University  of  Wisconsin  and 
is  that  medical  school's  only  clinical  campus  in  the  City  of 
Milwaukee,  which  is  the  largest  city  in  the  State  of  Wiscon- 
sin. 

Access  to  medical  care  in  Milwaukee's  inner  city 
has  changed  dramatically  over  the  last  decade.     As  the 
comparative  maps  below  demonstrate,  in  1978  six  hospitals 
were  located  in  Milwaukee's  inner-city  area;  however,  in 
1990,  as  the  result  of  closure,  consolidation  and  relocation, 
only  Sinai  Samaritan  has  remained  to  serve  the  medical  needs 
of  this  inner-city  area.     There  are  only  a  very  limited 
number  of  our  nation's  major  cities  which  depend  exclusively 
on  one  hospital  to  provide  medical  services  to  the  inner- 
city  population. 
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DISTRIBUTION  OF  HOSPITALS  IN  THE  MILWAUKEE  AREA 


Source:  Annual  Survey  of  Hospitals 

The  story  of  health  care  in  Milwaukee's  inner  city 
does  not  end  with  the  facts  of  closure,  consolidation  and 
suburban  relocation.     During  this  period  of  upheaval,  Sinai 
Samaritan  has  maintained  a  steadfast  commitment  to  providing 
the  inner-city  population  with  access  to  comprehensive  acute 
care  medical  service  of  the  highest  quality.     As  a  result, 
Sinai  Samaritan  has  emerged  as  a  private  hospital  with  a 
vital  public  mission  but  with  no  general  government  support. 
Sinai  Samaritan  is  among  a  very  small  group  of  private  hospi- 
tals which  provide  essential  medical  services  to  America's 
inner-city  populations — with  all  of  the  attendant  increased 
operating  costs — without  financial  support  from  any  public 
body;   indeed,  the  only  public  hospital  in  the  Milwaukee  area 
is  located  in  a  suburban  area. 

A  brief  look  at  Sinai  Samaritan's  patient  mix  is 
instructive.     In  1989,   Sinai  Samaritan  admitted  more  patients 
than  any  other  hospital  in  Southeastern  Wisconsin,   cared  for  a 
disproportionate  share  of  the  Milwaukee  area's  Medicaid  patients 
and  had  a  combined  Medicare/Medicaid  patient  load  of  over  67%. 
Sinai  Samaritan's  admissions  by  payor  source  of  patient  revenues 
for  1989  were  as  follows: 

Source  of  Payment  %  Admissions 


Medicare 

30.2% 

Medicaid 

37.1% 

Commercial 

15.0% 

HMO 

10.0% 

Bad  Debt,  Charity, 

Other 

7.7% 

Total 

100.0% 

Sinai  Samaritan  has  continued  to  provide  compre- 
hensive health  care  to  Milwaukee's  inner  city.  Yet  inadequate 
Medicare  and  Medicaid  reimbursement  and  the  lack  of  local 
government  support  have  been  so  devastating  to  Sinai 
Samaritan  that  the  ability  of  this  hospital  to  continue  in 
operation  is  left  in  doubt.     In  1988,  Sinai  Samaritan 
sustained  a  net  loss  of  $8.9  million;  in  1989,  despite 
extensive  consolidation  and  stabilization  of  operating  costs, 
Sinai  Samaritan's  net  loss  exceeded  $4.3  million. 
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To  be  sure,  Sinai  Samaritan  has  taken  aggressive  action 
and  will  continue  to  implement  changes  to  stabilize  and  improve 
its  financial  situation.     Indeed,  since  created  by  consolidation 
in  1987,   Sinai  Samaritan  has  reduced  its  facilities  by  325  beds. 
However,   so  long  as  Medicare  and  Medicaid  each  fail  to  reimburse 
hospitals  like  Sinai  Samaritan  adequately  for  their  true  costs, 
the  fight  to  maximize  operating  efficiency  is  at  best  a  losing 
battle  and  inner-city  availability  of  essential  health  care 
services  is  imperiled.     Unlike  the  vast  majority  of  hospitals  in 
America,  Sinai  Samaritan  cannot  -compensate  for  inadequate  Medicare 
and  Medicaid  reimbursement  by  shifting  costs  to  private  payors 
because  private  payors  reimburse  only  a  fraction  of  Sinai  Samaritan' 
patient  admissions. 

Sinai  Samaritan's  challenge  of  continued  survival, 
moreover,   is  compounded  by  the  hospital's  lack  of  adequate  capital. 
Over  the  last  several  years,  Sinai  Samaritan  has  had  to  defer 
virtually  all  non-essential  capital  expenditures.     As  a  result, 
the  hospital's  physical  plant  had  deteriorated  significantly. 
The  deteriorating  physical  plant  has  led  to  higher  operating  costs 
and  has  diminished  Sinai  Samaritan's  ability  to  attract  patients 
and  physicians.     Moreover,  the  capital  funds  crisis  created  by 
Sinai  Samaritan's  dismal  financial  performance  has  precluded 
capital  investments  which  would  foster  improved  efficiency.  Sinai 
Samaritan  is  now  all  but  excluded  from  access  to  capital  markets. 

Sinai  Samaritan  believes  Congress  must  take 
decisive  action  to  assure  the  survival  of  essential  access 
inner-city  hospitals  like  Sinai  Samaritan.     In  response  to 
the  Subcommittee  on  Health's  interest  regarding  payments  to 
inner-city  hospitals  under  Part  A  of  the  Medicare  program, 
Sinai  Samaritan  sets  forth  in  detail  below  a  number  of 
specific  policy  recommendations.     In  addition,  Sinai 
Samaritan  notes  here  its  urgent  concern  that  similarly 
decisive  legislative  attention  be  directed  to  reimbursement 
of  essential  access  inner-city  hospitals  under  the  Medicaid 
program . 

Most  significantly,  absent  swift  and  adequate 
resolution  of  inadequate  reimbursement  for  its  heavy  Medicare 
and  Medicaid  patient  mix,  Sinai  Samaritan  has  two  remaining 
options:  closure  or  elimination  of  essential  medical  services. 
Obviously,  either  of  these  options  would  have  a  critical, 
devastating  impact  upon  Milwaukee's  inner-city  population 
generally,  and,   in  particular,  upon  the  elderly  population 
for  whose  benefit  Medicare  program  was  created. 


HEALTH  CARE  IN  THE  INNER  CITY: 
SINAI  SAMARITAN'S  EXPERIENCE 

A  combination  of  factors  substantially  raises  the 
cost  of  providing  acute  care  health  services  in  inner-city 
areas.     The  factors  begin,  of  course,  with  the  special  medi- 
cal needs  of  inner-city  populations.     Numerous  studies  have 
found  that,   in  addition  to  a  host  of  other  economic  and 
education  related  problems,   inner-city  populations  receive 
inadequate  preventative  health  care  and,  as  a  result,  have  a 
greater  proportion  of  frail  elderly  and  a  higher  incidence 
of  serious  illness.     Both  of  these  factors  increase  the 
intensity  and  the  complications  associated  with  the  delivery 
of  health  care  — more  patient  days,  more  pharmaceuticals, 
more  nursing  care,  more  therapists,  more  social  workers,  and 
more  nursing  assistants. 
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Some  anecdotal  experiences  at  Sinai  Samaritan  illu- 
strate the  additional  complexity  and  special  burdens  associated 
with  providing  health  care  services  to  inner-city  popula- 
tions: 

An  89-year-old  woman  was  admitted  to  Sinai  Samaritan 
last  November  for  treatment  of  congestive  heart  failure.  By 
the  end  of  December,  she  was  ready  to  be  discharged,  but 
needed  supportive  nursing  and  personal  care  at  home.  The 
woman's  family  refused  home -care,  an  appropriate  group  home 
was  not  available,  and  nursing  home  placement  was  not  possible 
because  of  a  legal  technicality  that  made  the  woman  ineligible 
for  Medicaid,  although  she  had  no  financial  resources.  From 
December  until  March,  Sinai  Samaritan  was  forced  to  provide 
the  woman  with  custodial  care  while  arranging  for  the  legal 
work  required  for  her  to  obtain  Medicaid  coverage  to  enable 
her  to  be  placed  in  a  nursing  home.     Though  Medicare  will 
provide  reimbursement  for  her  acute  care,  unpaid  charges  for 
the  non-acute  portion  of  her  hospital  stay  are  expected  to 
exceed  $40,000.00. 

*  *  * 

In  February,  a  76-year-old,  mildly  mentally  retarded 
man  with  a  diagnosis  of  pneumonia  was  admitted  to  Sinai 
Samaritan  from  a  Milwaukee  County  foster  home.     He  suffered 
a  cardiac  arrest  and  became  unresponsive.     After  three  weeks 
his  acute  care  needs  were  met  and  he  was  ready  for  discharge 
to  a  nursing  home.     Nursing  homes  refused  to  admit  the  man, 
however,  because  he  had  no  guardian.     Milwaukee  County 
protective  custody  placement  usually  requires  five  months. 
Therefore,   since  February  26,   Sinai  Samaritan  has  not  only 
kept  the  patient  hospitalized  but  also  has  paid  legal  fees 
to  secure  guardianship  for  the  man  so  that  he  might  eventually 
be  granted  a  nursing  home  admission. 

*  *  * 

Recently,  a  cocaine-exposed  infant  was  born 
prematurely  at  Sinai  Samaritan  and  admitted  to  the 
Neonatal  Intensive  Care  Unit.     The  baby  had  paralysis 
in  her  lower  extremities,  needed  leg  casts  and  daily 
physical  therapy,   and  was  irritable  and  difficult  to 
feed.     For  two  months  she  received  intensive  nursing 
care  and  then  was  ready  for  discharge  to  a  foster  home. 
Because  of  her  special  needs,   foster  care  placement 
possibilities  repeatedly  fell  through.     From  February 
28,  when  Medicaid  coverage  for  hospital  care  expired, 
to  March  19,  when  the  baby  was  finally  placed  in  a 
foster  home,   Sinai  Samaritan  absorbed  the  cost  of  her 
care. 


In  addition  to  the  greater  intensity  of  treatment 
required  by  inner-city  populations,  a  number  of  factors  increase 
the  costs  of  such  treatment.     Central-city  areas  nationwide  are 
served  predominately  by  teaching  hospitals  which,  as  a  group, 
have  inherently  higher  costs  of  operation.     Teaching  programs 
are,   in  fact,  crucial  not  only  to  the  continued  viability  and 
effectiveness  of  inner-city  hospitals,  but  also  to  the  adequate 
supply  of  primary  care  physicians  in  our  central  cities.  Teaching 
programs  create  an  environment  which  promotes  high  quality  care, 
attracts  a  more  highly  qualified  staff,   and  facilitates  the 
recruitment  of  physicians.     Physicians  in  the  inner  city  face  the 
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same  resource-intensive  patient  care  demands  as  hospitals  which 
serve  the  poor,  and  insufficient  physician  reimbursement  has 
forced  many  dedicated  physicians  to  leave  the  central  city  as 
well. 

In  addition,   inner-city  hospital  teaching  programs 
make  medical  advances  more  accessible  to  a  patient  mix  most 
critically  in  need  of  the  advantages  associated  with 
developing  medical  technologies  and  treatment  methodologies. 
Such  teaching  programs  also  help  assure  a  source  of  physicians 
adequate  to  meet  the  higher  staffing  needs  of  outpatient 
clinics  serving  the  needs  of  inner-city  populations,  which 
traditionally  lack  an  adequate  supply  of  primary  care 
physicians.     Medical  residents  at  teaching  hospitals  provide 
the  backbone  of  medical  care  for  inner-city  patients  who 
have  no  personal  physicians  and  receive  little  or  no  routine 
care. 

Many  factors  unique  to  the  inner-city  environment  also 
increase  operation  costs.     For  example,  due  to  personal  security 
problems  associated  with  working  in  inner  cities,  as  well  as  inner- 
-city  case  mixes  which  include  a  higher  number  of  patients  with 
drug  abuse,  behavioral  and  similar  problems,  the  nursing  shortage 
is  especially  acute  for  inner-city  hospitals.     Thus,   in  order  to 
meet  its  nurse  staffing  needs,  Sinai  Samaritan  must  spend 
approximately  $1.5  million  annually  to  hire  temporary  agency 
nurses  to  supplement  full-time  staff.     Other  socio-economic 
factors  which  increase  Sinai  Samaritan's  cost  of  providing  health 
care  in  an  inner-city  environment  include:     the  difficulty  of 
communicating  with  patients  who  are  illiterate  or  non-English 
speaking;  the  excessive  demands  placed  on  social  workers  trying 
to  find  increasingly  scarce  medically  safe  environments  into 
which  to  release  patients;  the  cost  of  the  custodial  care  the 
hospital  provides  by  default  when  discharge  plans  fail  because  of 
elderly  patients'  poverty  and  weak  family  support  systems;  and 
the  devastating  impact  of  cocaine  abuse.     Moreover,  Sinai  Samaritan 
bears  much  of  the  burden  that  results  from  Milwaukee's  high  rate 
of  teenage  pregnancies,  the  highest  in  the  nation  among  black 
teenagers . 

The  challenges  typically  associated  with  providing  acute 
care  health  services  in  the  inner  city  are  compounded  for  Sinai 
Samaritan  by  the  absence  of  any  other  hospitals  in  its  service 
area  and  the  resulting  burden  upon  Sinai  Samaritan  to  provide 
access  to  comprehensive  health  care  services.     Thus,  where  many 
large  urban  areas  have  available  public  hospitals  to  furnish 
essential  health  care  services  to  residents  of  the  inner  city,  in 
the  City  of  Milwaukee  this  burden  is  shouldered  by  Sinai  Samaritan. 
As  noted  above,  the  only  Milwaukee  area  public  hospital  is  located 
in  a  suburban  area.     There  are,  therefore,  no  other  sources  of 
the  health  services  critically  required  by  Sinai  Samaritan's 
patient  base.     In  order  to  fulfill  its  mission  of  providing 
comprehensive,  high  quality  health  care  services,  Sinai  Samaritah 
must  continue  to  operate  numerous  expensive  specialized  programs 
without  regard  to  whetheir  patient  volume  is  adequate  to  make  them 
financially  self-sustaining. 
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MEDICARE  POLICY  MUST  ADDRESS  THE 
INNER-CITY  HEALTH  CARE  CRISIS 

Sinai  Samaritan's  financial  crisis  is  represen- 
tative of  the  deteriorating  ability  of  essential  access  inner- 
city  hospitals  across  the  country  to  sustain  themselves 
under  current  Medicare  reimbursement  policies.  Sinai 
Samaritan  urges  the  Subcommittee  on  Health  to  look  carefully 
at  Medicare  reimbursement  policies  affecting  essential  access 
to  inner-city  hospitals  which  are  overwhelmingly  dependent 
on  federal  program  reimbursement. 

Sinai  Samaritan  offers  the  following  tentative 
suggestions  to  guide  the  work  of  the  Subcommittee  on  Health 
as  it  reviews  the  needs  of  inner-city  hospitals  under  Part  A 
of  the  Medicare  program. 

No  Further  Medicare  Cuts.     As  noted  earlier  in  these 
comments,  the  plight  in  which  hospitals  like  Sinai  Samaritan 
find  themselves  has  much  to  do  with  the  cumulative  impact  of 
repeated  and  severe  Medicare  Part  A  reimbursement  cuts. 
Hospitals  so  overwhelmingly  dependent  on  federal  program 
reimbursement  cannot  sustain  PPS  update  factors  at  less  than 
the  rate  of  inflation  or  less  than  full  capital  pass-through 
reimbursement.     Unlike  most  other  hospitals,  hospitals  like 
Sinai  Samaritan  lack  a  sufficient  non-federal  payor  base  to 
absorb  these  shortfalls.     Sinai  Samaritan  strongly  urges 
that  essential  access  inner-city  hospitals  be  relieved  from 
further  inadequate  inflation  updates  and  from  further 
reductions  in  capital  reimbursement.     Similarly,  Sinai 
Samaritan  urges  that  reduction  in  the  reimbursement  for 
indirect  medical  education  costs  would  be  crippling  and  must 
be  avoided. 

Essential  Access  Hospital  Program.     At  the  heart  of  the 
problem  of  inadequate  Medicare  reimbursement  of  essential 
access  inner-city  hospitals  and  physicians  is  the  failure  of 
current  Medicare  reimbursement  policy  to  account  adequately 
for  many  of  the  unique  costs  encountered  by  hospitals  like 
Sinai  Samaritan,  which  must  additionally  treat  a  high 
proportion  of  under-funded  Medicaid  patients.  Indeed, 
hospitals  so  dependent  upon  reimbursement  through  governmental 
programs  simply  cannot  survive  inadequate  federal  program 
reimbursement  for  an  indefinite  period.     Nonetheless,  the 
continued  survival  of  these  institutions  is  vital  to  the 
availability  of  adequate  health  care  services  in  our  nation's 
inner  city  areas.     Sinai  Samaritan  believes  that  to  address 
this  urgent  problem  Congress  should  consider  extending  to 
certain  inner-city  hospitals  the  concept  underlying  the 
recently-enacted  Essential  Access  Community  Hospital  program. 

One  possible  specific  policy  option  would  be  for  Con- 
gress to  direct  HCFA  to  calculate  PPS  payments  to 
hospitals  like  Sinai  Samaritan  based  on  hospital-specific 
factors  and  using  a  current  base  year.     Such  treatment 
generally  would  be  analogous  to  reimbursement  principles 
applicable  to  sole  community  providers.  Additionally, 
hospitals  like  Sinai  Samaritan  could  be  reimbursed  for 
outliers  on  a  basis  that  more  closely  covers  the  actual 
costs  of  treating  such  cases. 

Targeted  Increases  in  Medicare  Disproportionate 
Share  Adjustment.     The  Medicare  disproportionate  share 
adjustment  attempts  to  compensate  for  the  additional 
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financial  drain  on  hospitals  which  serve  disproportionate 
numbers  of  low  income  persons.     Sinai  Samaritan  suggests 
that  the  Subcommittee  consider  adjusting  this  formula 
so  that  essential  access  inner-city  hospitals  receive 
an  increased  payment  adjustment.     This  could  be 
accomplished  by  adjusting  the  statutory  formula  or 
providing  for  a  flat  adjustment  for  hospitals  satisfying 
appropriate  standards. 

Access  to  Capital.     Sinai  Samaritan  reiterates  the 
importance  of  providing  full  capital  reimbursement  to 
essential  access  inner-city  hospitals  and  advocates 
that  such  hospitals  should  receive  the  same  relief  that 
is  now  accorded  to  sole  community  hospitals,     in  addi- 
tion to  assuring  adequate  reimbursement  of  capital 
expenditures,  Congress  should  consider  a  program — perhaps 
modeled  after  the  Hill-Burton  Program  — to  assist 
essential  urban  providers  in  obtaining  adequate  capital. 
Such  an  effort  would  not  only  promote  access  to  quality 
care,  but  would  also  promote  increases  in  operational 
efficiency  which  could  reduce  assisted  hospitals'  need 
for  higher  current  reimbursement. 

Relief  from  Limitations  on  Direct  Medical  Education 
Cost  Reimbursement.     The  Subcommittee  is  aware  of  recently 
promulgated  HCFA  rules  which  call  for  certain  modifications 
in  direct  graduate  medical  education  payments.  Sinai 
Samaritan  suggests  that  the  Subcommittee  consider  relieving 
a  hospital  from  these  proposed  limitations  where  it  can  be 
shown  through  objective  criteria  that  reimbursement  limits 
would  threaten  a  hospital's  economic  viability. 


CONCLUSION 

Sinai  Samaritan  appreciates  the  opportunity  to 
express  its  views  on  essential  access  inner-city  hospitals' 
urgent  need  for  adequate  reimbursement  under  Part  A  of  the 
Medicare  program.     Notwithstanding  the  critical  severity  of 
the  problems  discussed  above,  Sinai  Samaritan  believes 
fiscally  responsible  initiatives  are  available  to  assure  the 
continued  viability  of  essential  inner-city  providers  and 
thus  ensure  inner-city  elderly  populations  continued  access 
to  necessary  health  care  services. 

Sinai  Samaritan  would  be  pleased  to  respond  to  any 
questions  or  comments  the  Subcommittee  on  Health  may  have 
with  respect  to  the  matters  discussed  in  these  comments. 
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